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Abstract 


This  study  investigates  actors'  strategies  for  managing  their  competitive  contexts  in 
industries  which  are  new  or  emerging.  Drawing  on  industrial  organization  economics,  the 
sociology  of  organizations  and  social  psychology,  I  develop  a  theoretical  framework  that 
incorporates  competitive  and  institutional  concerns.  This  framework  is  utilized  in  the 
empirical  examination  of  the  development  of  forensic  accounting  and  environmental  audit 
in  Alberta. 
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Chapter  One:  Introduction  and  Overview 


INTRODUCTION 

This  study  will  investigate  actors’  strategies  for  managing  their  competitive 
contexts  in  industries  which  are  new  or  emerging.  Research  in  corporate  strategy  and 
organization  theory  has  argued  for  and  empirically  demonstrated  the  effects  of  industry 
and  social  structures  on  firms’  structures,  strategies  and  performance  (Rumelt,  1972; 
Pfeffer  &  Salancik,  1978;  Meyer  &  Rowan,  1977).  This  same  literature  has  also  discussed 
how  actors  work  to  structure  their  environments  to  their  own  advantage  through  invention 
and  innovation,  marketing,  lobbying  and  the  formation  of  alliances.  I  argue  that  these 
strategies  may  be  most  powerful  when  industries  are  either  new  or  have  been  destabilized 
in  some  way.  It  is  at  these  times  that  actors  are  most  able  to  influence  their  environments. 

Corporate  strategy  research  has  drawn  on  industrial  organization  economics  to 
empirically  demonstrate  the  linkages  between  strategy,  industry  structure  and  performance 
(Rumelt,  1972).  There  are  two  significant  parts  to  this  empirically  grounded  argument. 
First,  industry  structure  determines  appropriate  organizational  strategy  (Rumelt,  1972). 
Although  all  firms  in  an  industry  may  not  behave  similarly  at  all  times,  those  whose 
strategies  do  not  fit  with  their  environmental  contingencies  will  not  be  competitive  in  the 
short  run  or  viable  in  the  long  run.  Consequently,  only  those  firms  whose  strategies  fit 
with  their  environment  will  survive.  The  second  thread  of  the  argument  is  that  if 
organizations  match  their  strategies  appropriately  to  the  industry  structure,  then  their 
maximum  profitability  will  be  constrained  by  the  ‘underlying  economics’  of  the  industry 
(Porter,  1980).  In  other  words,  a  firm’s  maximal  profit  potential  is  determined  by  its 
relationship  to  the  other  firms  with  which  it  competes  for  the  value  added  in  the 
production  process  (Porter,  1980). 

Resource  dependence  theory  (Pfeffer  &  Salancik,  1978)  presents  a  similar 
argument  in  which  the  environment  is  enacted  primarily  through  power  relations.  In  the 
resource  dependence  model,  power  is  determined  through  the  control  of  the  flow  of 
resources  between  organizations,  including  money,  physical  resources,  capital,  and  human 
resources.  Organizational  actors  in  this  model  leverage  their  resource  holdings  by 
structuring  dependence  relationships  with  other  organizations  whose  actions  they  can 
partially  control.  Pfeffer  &  Salancik  (1978)  devote  much  of  their  analysis  to  an 
examination  of  strategies  that  either  respond  to  inter-organizational  demands  (e.g., 
compliance,  avoidance)  or  shape  those  demands  (e.g.,  mergers,  joint  ventures,  interlocking 
directorates).  The  key  to  all  of  these  strategies  is  actors’  mutual  acknowledgment  of 
particular  resources  as  critical. 

The  development  of  particular  resources  and  organizational  structures  as  critical 
and  legitimate  has  been  examined  under  the  rubric  of  institutional  theory  (Meyer  & 

Rowan,  1977).  Consistent  with  the  resource  dependence  model,  Meyer  and  Rowan 
(1977)  suggest  that  external  sources  of  pressure  are  responsible  for  organizational 
decisions  to  employ  particular  structures  or  systems.  However,  rather  than  focus  on 
required  resources,  they  argue  that  “organizations  are  driven  to  incorporate  the  practices 
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and  procedures  defined  by  prevailing  rationalized  concepts  of  organizational  work  [that 
are]  institutionalized  in  society”  (Meyer  and  Rowan,  1977:  340).  They  further  state  that 
organizations  adopt  these  practices  “independent  of  the  immediate  efficacy  of  the  acquired 
practices  and  procedures”  (1977:  340).  The  primary  causal  factor  is  the  organizational 
environment,  which  supplies  the  organization  with  institutionalized  rules  or  “reciprocated 
typification”  (Meyer  &  Rowan,  1977:  341).  These  rules  “define  new  organizing 
situations,  redefine  existing  ones,  and  specify  the  means  for  coping  rationally  with  each” 
(Meyer  &  Rowan,  1977:  344). 

DiMaggio  and  Powell  (1983)  add  to  the  institutional  argument  the  concepts  of 
organizational  fields  and  institutional  isomorphism.  An  organizational  field  consists  of 
“those  organizations  that  in  aggregate  constitute  a  recognized  area  of  institutional  life: 
key  suppliers,  resource  and  product  consumers,  regulatory  agencies,  and  other 
organizations  that  produce  similar  services  or  products”  (1983:  148).  They  argue  that 
there  is  a  tendency  for  organizations  within  a  field  to  become  more  alike.  Despite 
organizations  efforts  to  change,  “after  a  certain  point  in  the  structuration  of  an  or¬ 
ganizational  field,  the  aggregate  effect  of  individual  change  is  to  lessen  the  diversity  within 
the  field”  (DiMaggio  and  Powell,  1983:  149).  The  concept  applied  to  “this  process  of 
homogenization”  is  isomorphism.  Isomorphism  is  a  constraining  process  that  forces 
members  of  an  institutional  field  facing  similar  environmental  circumstances  to  resemble 
each  other  (DiMaggio  and  Powell,  1983:  149). 

Together,  these  three  approaches  —  industrial  organization,  resource  dependence 
theory,  and  institutional  theory  —  suggest  that  environments  have  strong  effects  on  the 
actions  and  structures  of  social  actors.  Industrial  organization  makes  the  strongest  claim 
that  industry  structure  determines  both  the  strategies  and  profitability  of  firms.  Resource 
dependence  tempers  that  view  somewhat  by  suggesting  that  given  a  context  where 
particular  resources  are  critical,  organizations  can  employ  a  variety  of  mechanisms  and 
strategies  to  adapt  to  or  modify  their  own  resource-based  inter-organizational  relations. 
Institutional  theory  broadens  the  argument  somewhat  further  by  acknowledging  that  the 
structures  of  industries  and  environments  change  over  time.  As  an  industry  develops,  its 
critical  resources,  legitimate  organizational  structures  and  appropriate  actions  become 
institutionalized.  Industry  participants  come  to  look  more  and  more  similar  as  their 
structures,  systems  and  strategies  become  isomorphic. 


INSTITUTIONAL  ENTREPRENEURS 

Although  the  bulk  of  institutional  theory  research  focuses  on  the  environment  as 
deterministic  of  organizational  form  and  action,  there  are  both  more  recent  theoretical 
approaches  (DiMaggio,  1988;  Oliver,  1991)  and  earlier  empirical  works  (e.g.,  Selznick, 
1949)  that  emphasize  the  possibility  of  organizations  and  individuals  actively  engaging  and 
reformulating  their  institutional  environments.  DiMaggio  (1988)  augments  the 
institutional  approach  with  an  explicit  concern  for  the  role  of  agency.  He  suggests  that  the 
context  of  economic  competition  is  shaped  by  the  efforts  of  institutional  entrepreneurs 
who  marshal  sufficient  resources  to  establish  new  institutional  forms.  According  to 
DiMaggio  (1988)  institutional  entrepreneurs  act  as  the  primary  causal  agents  in  the 
construction  and  alteration  of  institutions.  For  example, 
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the  institutionalization  of  an  organizational  form  requires  institutional  work  to 
justify  that  form’s  public  theory:  legitimating  accounts  that  organizational 
entrepreneurs  advance  about  labour  markets,  consumer  markets,  expertise,  and 
distinctive  products  or  services  (DiMaggio,  1988:  15). 

This  study  examines  the  actions  of  institutional  entrepreneurs  —  the  most  pivotal 
actors  in  the  formation  and  reformation  of  social  contexts  (DiMaggio,  1988).  The  uneven 
distribution  of  resources  among  social  actors  includes  those  that  are  required  for 
institution  building,  which  institutional  entrepreneurs  marshal  in  their  attempts  to  structure 
their  contexts  to  their  own  advantage.  These  structuring  attempts  exist  in  a  tension  with 
the  deterministic  structural/environmental  forces  that  constitute  their  collective  context. 

The  actions  of  institutional  entrepreneurs  are  examined  implicidy  in  both  content- 
strategy  research  and  the  resource  dependence  theory.  Strategy  research  that  draws  on 
industrial  organization  economics  admits  that  “there  are  feedback  effects  of  firm  conduct 
(strategy)  on  market  structure”  (Porter,  1981:  616). 

The  view  is  developing  that  there  are  some  fundamental  structural  parameters  of  an 
industry  dictated  by  the  basic  product  characteristics  and  technology,  but  that  within 
those  parameters  industry  evolution  can  take  many  paths,  depending  on  such  factors 
as  the  luck  of  the  draw  in  terms  of  the  identity  of  industry  rivals  and  uncertain 
events,  as  well  as  on  the  strategic  choices  firms  actually  make...  (Porter,  1981:  616) 

Industrial  organization  research  advances  the  view  that  some  of  the  characteristics  of 
industries  that  determine  potential  profitability  can  be  influenced  by  firms’  technical  and 
social  innovations,  including  process  inventions,  marketing,  and  lobbying  government  for 
regulatory  changes. 

Resource  dependence  theory  (Pfeffer  &  Salancik,  1978)  shares  with  industrial 
organization  economics  the  notion  that  there  are  determinant  exchange  characteristics, 
conceptualized  in  terms  of  critical  resources,  that  shape  the  conduct  and  performance  of 
an  industry.  However,  the  resource  dependence  model  extends  to  firms  a  greater  degree 
of  agency  with  respect  to  the  formation  of  industry  structures.  Industrial  organization 
economics  argues  that  industry  structure  can  be  affected  indirectly  by  changing  the 
underlying  technical  and  economic  exchange  characteristics.  In  contrast,  resource 
dependence  theory  suggests  the  formation  of  inter-organizational  alliances  such  as 
mergers,  joint  ventures  and  interlocking  directorates  can  have  a  direct  effect  on  industry 
structure. 

In  this  study,  I  take  the  perspective  that  actors  create  and  sustain  their  contexts, 
while  they  are  simultaneously  empowered  and  constrained  by  those  contexts.  Institutional 
theory,  resource  dependence  theory  and  content-oriented  strategy  research  all  suggest  that 
individuals  and  organizations  are  capable  of  playing  active  roles  in  the  formation  of  new 
and  emerging  competitive  contexts  at  the  same  time  as  they  are  subject  to  established  sets 
of  rules  and  norms.  Gidden’s  discussion  of  structure  and  agency  elaborates  these 
relationships  through  the  concept  of  structuration.  Gidden’s  structuration  theory  revolves 
around  three  major  concepts:  agency,  power,  and  structures  and  structuration.  In 
structuration  theory,  agency  is  related  to  power  directly  and  inextricably.  “To  be  able  to 
‘act  otherwise’  means  being  able  to  intervene  in  the  world,  or  to  refrain  from  such 
intervention,  with  the  effect  of  influencing  a  specific  process  or  state  of  affairs”  (Giddens, 
1984:  14).  So,  power  is  tied  to  all  human  action;  to  act  is  to  employ  causal  powers. 
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Hence,  action  presupposes  power.  But  there  is  a  dialectic  involved.  Resources  are  the 
properties  of  social  systems  through  which  power  is  enacted.  These  resources  are  the 
means  of  domination,  and  yet  they  also  offer  the  means  by  which  those  who  are 
subordinate  can  influence  social  activities. 

The  final  concepts  involved  in  Guldens’  theory  are  structure  and  structuration.  For 
Giddens,  social  structures  are  comprised  of  sets  of  rules  and  resources.  Rules,  in 
structuration  theory,  are  best  exemplified  by  mathematical  rules  or  formulas  (Giddens, 
1984:  18-19).  These  can  be  interpreted  as  linguistic  formula  for  communicative  patterns. 
The  rules  which  are  of  the  most  consequence  within  this  theory  are  those  which  are  highly 
institutionalized,  or  as  Giddens  refers  to  them,  those  “practices  most  deeply  sedimented  in 
time-space”  (Giddens,  1984:  22). 

These  sets  of  rules  and  resources  represent  a  duality  (Giddens,  1984).  They 
constitute  both  the  medium  and  the  outcomes  of  the  recursive  activities  they  organize. 

This  duality  of  structure  is  key  to  the  process  of  structuration.  The  study  of  structuration 
is  essentially  the  examination  and  analysis  of  the  production  and  reproduction  of  social 
systems,  where  actors  reflexively  draw  upon  the  available  rules  and  resources  in  order  to 
satisfy  their  motives.  “According  to  structuration  theory,  the  moment  of  the  production  of 
action  is  also  one  of  reproduction  in  the  contexts  of  the  day-to-day  enactment  of  social 
life”  (Giddens,  1984:  26). 

Structuration  occurs  over  time.  Rules  become  institutionalized  in  time  and  space; 
as  institutional  formula  are  reproduced  over  time,  they  become  entrenched  in  structures  of 
domination  which  lend  them  support.  As  this  occurs,  agency  —  to  act  otherwise  — 
becomes  more  difficult.  DiMaggio  and  Powell  (1983)  make  a  similar  argument  in  their 
discussion  of  isomorphism.  As  an  organizational  field  matures,  its  inhabitants  grow  more 
and  more  similar.  Their  individual  acts  of  innovation  assemble  in  aggregate  an  isomorphic 
collection  of  structural  forms  and  actions.  Both  of  these  arguments  imply  that  institutional 
entrepreneurs  will  be  most  able  to  influence  their  social  context  at  periods  in  which 
institutional  forms  are  somehow  unstable.  One  period  in  which  this  might  occur  is  at  the 
genesis  of  an  institutional  field.  If  rules  and  practices  become  sedimented  over  time,  then 
there  will  likely  be  the  greatest  possibility  for  agency  when  those  rules  and  practices  are 
first  developed. 

New  and  emerging  industries  provide  the  greatest  opportunity  for  actors  to  shape 
their  environments  and  so  will  likely  provide  the  greatest  occasion  to  examine  these 
actions.  Industries  emerge  out  of  social,  economic,  political  and  technological  change  or 
innovation  that  opens  up  the  possibility  for  actors  to  engage  in  new  forms  of  economic 
exchange.  Schumpeter  (1986:  408)  argues  that  industry  change  stemming  from  new 
processes  or  products  is  “the  fundamental  impulse  that  sets  and  keeps  the  capitalist  engine 
in  motion”.  As  industries  emerge  they  do  so  as  a  stream  of  actions  among  various  actors. 
Even  where  there  might  be  single  fundamental  technical  or  social  innovations  that  make  an 
industry  possible,  the  industry’s  development  necessitates  the  complicity  of  multiple  actors 
jointly  shaping  its  contours. 

As  industries  first  emerge,  actors  will  be  most  concerned  with  managing  their 
immediate  exchange  relationships.  It  is  in  the  linkages  between  firms  and  between  firms 
and  consumers  that  profit  is  created;  only  in  transactions  where  goods  or  services  are 
exchanged  for  money  can  profit  be  realized.  Consequently,  the  manner  in  which  this 
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linkage  is  enacted  is  critical  to  the  power  relations  in  an  industry.  In  a  private-enterprise 
context,  institutional  entrepreneurs  are  concerned  with  reformulating  their  contexts  so  as 
to  extract  greater  profits.  Transaction  cost  economics  (Williamson,  1975;  1985)  provides 
this  study  with  an  entry  into  the  analysis  of  industry  rules  and  context  through  an 
examination  of  exchange  relations. 


RESEARCH  OBJECTIVES 

I  hope  to  contribute  to  strategy  research  by  offering  a  detailed  and  theoretically 
grounded  analysis  of  the  ways  in  which  emerging  industries  are  shaped  by  institutional 
entrepreneurs.  This  study  has  two  primary  elements.  The  first  is  the  development  of  a 
theoretical  framework  for  the  analysis  of  institutional  strategies  —  strategies  that  are 
concerned  with  either  changing  or  maintaining  the  institutional  structures  within  which 
firms  compete  for  resources.  Content-oriented  strategy  research  has  extensively 
examined  the  ways  in  which  firms  compete  for  resources  within  stable  industrial  situations. 
What  is  not  as  well  understood  are  the  ways  in  which  actors  work  to  effect  their 
competitive  contexts. 

I  take  as  my  theoretical  point  of  departure  transaction  cost  economics  and 
industrial  organization  economics  for  two  reasons.  First,  these  frameworks  provide 
parsimonious  and  empirically  verifiable  descriptions  of  industry  relationships  from  which  a 
more  dynamic  extension  can  be  constructed.  Second,  they  represent  the  conventional 
understandings  of  industry  and  exchange  within  the  academic  strategy  community. 

The  study’s  second  element  is  the  utilization  of  the  theoretical  framework  in  an 
empirical  examination  of  institutional  entrepreneurs  in  emerging  industries.  The  empirical 
sites  are  two  practice  areas  in  the  Alberta  Chartered  Accounting  industry.  Forensic 
accounting  has  developed  in  Alberta  over  the  past  20  years  and  has  been  dominated  by  a 
few  accountants  whose  actions  have  entrenched  many  institutional  structures.  In  contrast, 
environmental  audit  has  only  begun  to  emerge  in  Alberta  over  the  past  five  years.  Its 
institutional  structure  is  still  highly  unstable  and  there  are  many  actors,  both  inside  and 
outside  of  the  professional  accounting  industry,  that  are  attempting  to  shape  its  future. 
Through  qualitative  data  collection  and  analysis,  I  intend  to  investigate  the  strategies  of 
institutional  entrepreneurs  within  these  two  practice  areas. 


OVERVIEW 

In  Chapter  Two  I  develop  a  theoretical  framework  for  understanding  institutional 
entrepreneurship  that  takes  as  its  point  of  departure  two  of  the  dominant  contemporary 
strategy  theoretical  approaches  —  industrial  organization  (e.g.  Porter,  1980;  1985)  and 
transaction  cost  economics  (Williamson,  1975;  1985).  These  economic  approaches  are 
utilized  to  develop  an  understanding  of  the  immediate  competitive  situations  faced  by 
actors.  I  conceptualize  competitive  situtations  in  terms  of  actors’  industry  relationships, 
identities,  resources  and  situational  actions.  I  argue  that  competitive  situations  occur 
within  an  institutional  context.  The  theoretical  delineation  of  this  context  draws  on  social 
constructionist  (Berger  &  Luckmann,  1967)  and  institutional  (Meyer  &  Rowan,  1977; 
DiMaggio  &  Powell,  1983)  understandings  of  knowledge  and  disciplinary  understandings 
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of  power  (Foucault,  1977;  1984;  Clegg,  1989;  Bauman,  1982).  I  argue  that  institutional 
knowledge  is  constituted  by  rules  of  membership,  standards  of  practice  that  together 
structure  institutional  nodal  points.  These  structures  are  linked  to  competitive  situations 
by  the  impact  of  nodal  points  on  competitive  situations  and  the  impact  of  actors’ 
institutional  strategies  on  rules  and  standards. 

I  describe  the  qualitative  data  collection  and  data  analysis  methodologies  that  were 
used  for  this  research  in  Chapter  Three.  Data  was  collected  primarily  through  tape- 
recorded  interviews  and  through  secondary  substantive  references.  The  interview  material 
was  transcribed  and  compiled  in  an  electronic  database.  This  database  served  as  my 
primary  analytical  tool,  within  which  the  interview  was  organized  based  on  a  priori 
theoretical  categories  and  emergent,  contextually-based,  empirical  categories. 
Interpretation  of  the  data  was  a  continual  process  that  began  with  the  interviews  and 
carried  through  to  the  final  drafts  of  each  chapter. 

In  Chapters  Four  and  Five,  the  empirical  sites  —  Environmental  Audit  and 
Forensic  Accounting  —  are  described  in  terms  of  the  theoretical  framework  delineated 
earlier.  Professional  accounting  was  chosen  as  a  context  for  this  study  because  of  access 
and  theoretical  appropriateness.  As  well,  the  professional  service  industry  was  considered 
to  be  conducive  to  studies  of  strategy  that  focus  on  the  interaction  of  actors  and  their 
institutional  context.  Because  professional  services  trade  on  the  value  of  proprietary 
knowledge,  the  power  and  relative  wealth  of  ‘professionals’  is  at  least  partially  a  function 
of  their  operating  in  a  context,  where  their  knowledge  and  skills  are  considered  rare  and 
valuable.  Consequently,  one  might  expect  to  find  patterns  of  meaningful  behavior  in  the 
actions  of  professionals  that  reinforce  and  elaborate  that  context  and  those  skills  and 
knowledge.  In  these  chapters,  the  actions  of  agents  involved  in  environmental  audit  and 
forensic  accounting,  including  accountants  and  other  interested  parties,  are  interpreted  in 
terms  of  their  effect  on  their  own  situations  and  the  contexts  in  which  they  operate.  The 
strategies  of  these  agents  include  both  conservative  attempts  to  maintain  sets  of  power 
relations  and  radical  attempts  to  transform  those  relations. 

Chapter  Six  concludes  the  study.  This  chapter  examines  the  tensions  between  the 
theoretical  framework  and  the  empirical  findings,  and  between  the  general  understandings 
of  knowledge  and  power,  and  the  empirical  findings.  Based  on  these  tensions,  the 
theoretical  framework  is  revised  and  implications  for  research  and  practice  are  discussed. 


Chapter  T wo: 

A  Theoretical  Framework  for  the  Analysis  of  Institutional  Entrepreneurship 


INTRODUCTION 

This  chapter  addresses  the  first  aim  of  this  study:  the  development  of  a  theoretical 
framework  for  the  analysis  of  institutional  entrepreneurship  —  strategies  that  are  directed 
at  the  institutional  structures  within  which  firms  compete  for  resources.  This  framework 
is  intended  as  an  analytical  guide  within  which  I  will  delineate  a  set  of  theoretical 
categories  and  describe  an  overall  pattern  of  linkages  between  them.  It  is  not  intended  as 
a  precise  causal  model  complete  with  latent  and  manifest  variables  and  unambiguous 
causal  connections.  Rather,  the  categories  and  linkages  I  describe  are  grounded 
theoretically  to  be  operationalized  in  the  empirical  investigations  that  follow.  This 
framework  employs  multiple  levels  of  analysis,  both  between  and  within  some  theoretical 
categories.  The  focus  for  this  framework  is  the  interaction  among  institutional 
entrepreneurs  and  their  contexts.  Consequently,  institutional,  organizational  and 
individual  levels  are  all  utilized.  The  level(s)  of  analysis  being  considered  will  be  made 
clear  at  various  points  in  the  development  of  the  framework. 

My  primary  objective  in  developing  this  theoretical  framework  is  to  contribute  to 
content-oriented  strategy  research.  For  this  reason,  I  begin  my  analysis  with  the 
theoretical  foundations  and  substantive  focus  predominant  in  contemporary  strategy 
research.  Content-oriented  strategy  research  addresses  the  issues  of  “the  scope  of  the  firm 
(the  combination  of  markets  in  which  a  firm  competes)  and  the  ways  of  competing  within 
individual  markets  (business  level,  competitive  strategies)”  (Montgomery  et  al.,  1989: 

189).  Economic  understandings  rooted  in  industrial  organization  and  transaction  cost 
approaches  form  the  theoretical  core  of  content-oriented  strategy  research.  In  particular, 
the  work  of  Michael  Porter  (1979,  1980,  1985)  and  Oliver  Williamson  (1975,  1979,  1985) 
have  crucially  shaped  debates  in  the  strategy  literature.  These  debates  focus  primarily  on 
firms’  immediate  competitive  situations  and  the  effectiveness  and  efficiency  of  their 
strategic  responses,  usually  measured  in  short-term  profitability.  I  take  as  my  point  of 
departure  an  economic  understanding  of  actors’  competitive  situations  which  I  extend  to 
include  sociological  understandings  of  actors’  institutional  contexts. 

All  economic  actors  must  address  their  immediate  situational  exigencies  in  order  to 
compete;  population  ecology  has  demonstrated  the  critical  impacts  of  firms’  local 
environments  (Brittain  &  Freeman,  1980).  The  framework  developed  here  begins  with  an 
analysis  of  these  competitive  situations  faced  by  economic  actors  within  the  bounds  of  an 
institutional  context.  Within  this  framework,  ‘competitive  situations’  are  constituted  by 
competitive  attributes ,  industry  relationships,  resources,  identities,  and  situational 
strategies.  I  argue  that  competitive  attributes  shape  industry  relationships  based  on  both 
power  and  efficiency  considerations.  In  turn,  industry  relationships  partially  establish  the 
distribution  and  criticality  of  resources  and  actors’  means  of  identification.  The 
combination  of  actors’  resources  and  identities  delimit  their  set  of  available  strategies, 
through  which  they  can  lever  or  resist  the  extant  industry  relationships. 
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Competitive  situations  occur  within  an  institutional  context.  In  this  chapter’s 
second  major  section,  I  argue  that  institutional  contexts  are  constituted  by  standards  of 
practice  that  govern  how  practices  are  performed,  rules  of  membership  that  govern  who 
belongs  within  an  institutional  space,  and  nodal  points  that  establish  fixed,  local 
understandings  of  rules  and  standards.  These  concepts  incorporate  situational  competitive 
attributes  within  a  broader  conceptual  structure.  Situational  action  is  based  on  a  ‘common 
sense’  understanding  of  knowledge.  I  argue  that  this  understanding  is  insufficient  for  an 
examination  of  institutional  strategies.  Similarly,  situational  action  is  associated  with  a 
‘commodified’  view  of  power  that  is  unable  to  deal  with  institutional  contexts  and  action. 
Processual  understandings  of  knowledge  and  power  are  described  which  enable  the 
development  of  a  set  of  institutional  strategies  aimed  at  the  rules  of  membership  and 
standards  of  practice  —  membership  and  standardization  strategies. 


COMPETITIVE  SITUATIONS 

The  development  of  this  theoretical  framework  will  progress  from  the  simple  to 
the  complex.  The  point  of  departure  will  be  the  efficiency  relationship  between  attributes 
of  exchange  and  contractual  arrangements.  Based  on  transaction  cost  economics 
(Williamson,  1975,  1985),  I  argue  that  particular  attributes  of  exchange  are  associated 
with  transaction  costs  that  engender  relational  contracts  in  order  to  deal  with  the  problems 
of  bounded  rationality  and  opportunism.  Extending  the  same  logic,  I  draw  on  industrial 
organization  (Porter,  1980,  1985)  to  argue  that  there  are  attributes  associated  with  all 
competitive  relations  that  influence  the  form  that  those  relations  take.  Porter  (1980) 
delineates  “five  forces”  of  competition,  each  of  which  has  a  set  of  attributes  that  determine 
the  competitive  intensity  of  the  relationship. 

Transaction  costs  determine  efficient  contractual  configurations 

Transaction  cost  economics  is  concerned  with  the  costs  associated  with  organizing 
transactions  in  various  ways,  especially  in  the  forms  of  market  and  hierarchy.  For 
Williamson,  “if  transaction  costs  are  negligible,  the  organization  of  economic  activity  is 
irrelevant,  since  any  advantages  one  mode  of  organization  appears  to  hold  over  another 
will  simply  be  eliminated  by  costless  contracting”  (Williamson,  1979:  99).  This  statement 
captures  the  essential  point  of  the  “market  failures”  or  “transaction  cost”  approach  to 
organizational  economics. 

At  the  center  of  any  transaction  cost  analysis  are  contracts:  contracts  form  the  unit 
of  analysis,  and  their  associated  transaction  costs  determine  appropriate  forms  of 
organizing  and  governance  structures.  Furthermore,  the  starting  point  for  Williamson’s 
(1975,  1979)  theoretical  development  is  the  classical  contract  of  micro-economics,  in 
which  parties  exchange  goods  without  the  benefit  of  any  governance  outside  of  capitalist 
market  conditions.  This  form  of  contract  becomes  problematic  where  long-term 
relationships  are  engendered  in  the  exchange. 
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Problems  of  several  kinds  arise.  First,  not  all  future  contingencies  for  which 
adaptations  are  required  can  be  anticipated  at  the  outset.  Second,  the  appropriate 
adaptations  will  not  be  evident  for  many  contingencies  until  the  circumstances 
materialize.  Third,  except  as  changes  in  states  of  the  world  are  unambiguous,  hard 
contracting  between  autonomous  parties  may  well  give  rise  to  veridical  disputes 
when  state-contingent  claims  are  made.  (Williamson,  1979:  101) 

Because  of  the  difficulty  of  classical  contracting  under  conditions  of  uncertainty, 
contractual  relationships  have  developed  within  which  a  third  party  is  involved  to  arbitrate 
post  hoc  disputes  (neo-classical  contracting)  and  for  which  the  parties  involved  develop  a 
unified  or  bilateral  governance  structure  (relational  contracting).  The  latter  include 
hierarchies,  as  well  as  joint  ventures  and  other  ad  hoc  forms  of  organization.  The  impetus 
for  these  non-market  forms  of  governance  is  the  idiosyncratic  nature  of  some  exchange 
relationships.  Williamson  delineates  three  dimensions  of  idiosyncrasy  which  determine  the 
form  and  nature  of  governance  required:  “(1)  uncertainty,  (2)  the  frequency  with  which 
transactions  recur,  and  (3)  the  degree  to  which  durable  transaction-specific  investments 
are  incurred”  (Williamson,  1979:  103). 

Williamson  (1975,  1979)  argues  that  the  greater  the  extent  to  which  any  of  these 
idiosyncrasies  are  associated  with  an  exchange,  the  greater  will  be  the  transaction  costs, 
and  hence,  the  greater  the  impetus  for  some  form  of  relational  contracting,  such  as 
hierarchy.  Williamson  is  arguing  for  a  model  of  the  relationship  between  the  attributes  of 
an  exchange  process,  idiosyncrasies  in  particular,  and  the  governance  relations  in  which 
that  process  occurs,  market  and  hierarchies  being  the  two  most  prominent  examples. 
Figure  2. 1  graphically  delineates  this  model. 

Figure  2.1:  The  transaction  cost  model 


Transaction  cost  economics  provides  a  cogent,  functionalist  analysis  of  the 
relationship  between  attributes  of  exchange  and  modes  of  contractual  governance.  It 
brings  to  this  study  the  understanding  that  the  efficiency  of  exchange  relations  is 
dependent  on  their  fit  with  their  associated  idiosyncratic  exchange  attributes.  This 
suggests  that  in  a  competitive  industry,  firms  with  more  appropriate  exchange 
relationships  may  be  able  to  out-compete  others  based  on  relative  efficiency  (e.g., 
Mosakowski,  1991).  The  transaction  cost  framework  shares  its  basic  institutional 
economic  approach  with  industrial  organization  where  the  focus  shifts  from  exchange 
relations  to  the  broader  category  of  competitive  relations. 


Competitive  attributes  influence  industry  relationships 

Williamson’s  (1975)  analysis  of  transaction  costs  examines  only  one  form  of 
competitive  relationship  —  exchange.  In  Competitive  Strategy ,  Porter  (1980)  delineates  a 
“five  forces”  model  of  industry  in  which  current  competitors,  substitute  products,  potential 
entrants,  as  well  as  buyers  and  sellers  are  taken  into  account.  The  “five  forces”  analysis 
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extends  the  transaction  cost  approach  by  incorporating  other  competitive  dimensions  and 
other  types  of  attributes.  Porter  argues  that  “competition  in  an  industry  is  rooted  in  its 
underlying  economic  structure”  (Porter,  1980:  3)  and  that  these  forces  result  in  an  uneven 
distribution  of  resources  and  profitability  between  and  within  industries.  Porter  orientates 
his  conceptualization  of  industry  around  a  hypothetical  firm,  with  the  definition  of  the  five 
forces  dependent  on  that  firm.  For  instance,  it  is  likely  that  almost  all  firms  buy  some 
inputs  from  other  firms,  but  within  the  context  of  a  “five  forces”  analysis,  only  those  firms 
that  purchase  from  the  focal  firm  are  considered  “buyers”. 

To  help  summarize  Porter’s  model,  I  will  discuss  the  five  forces  as  elements  of 
three  dimensions  of  industrial  competition.  The  first  is  ‘vertical’  or  “value  chain”  (Porter, 
1985)  competition  that  includes  those  firms  that  are  directly  involved  in  economic 
exchange  with  the  focal  firm  —  buyers  and  suppliers.  Each  of  these  groups  is  in 
competition  with  the  focal  company  for  the  profits  generated  by  the  transformation  of 
resources  into  products.  The  second  dimension  is  ‘horizontal’  competition  in  which 
potential  entrants  and  firms  in  substitute  industries  vie  with  the  focal  firm  for  a  similar 
place  in  the  value  chain  —  each  seeking  to  negotiate  with  the  same,  or  overlapping,  sets  of 
buyers  and/or  suppliers.  The  third  and  final  dimension  can  be  understood  as  the  ‘depth’  of 
competition  experienced  by  a  firm;  this  depth  is  dependent  on  the  activities  of  those  firms 
that  could  be  considered  direct  competitors  to  the  focal  firm.  (See  Figure  2.2) 
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Figure  2.2:  Porter’s  “Five  forces”  model  of  industry  structure 
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Adapted  from:  Porter,  Michael  E.  (1980)  Competitive  Strategy: 

Techniques  for  Analyzing  Indus  tries, New  York:  Free  Press. 

Coincidental  with  these  three  competitive  dimensions  are  sets  of  attributes  that 
shape  the  intensity  of  competition  along  the  dimensions.  Porter  (1980)  argues  that  the 
intensity  of  vertical  competition  is  influenced  by  the  relative  concentrations  of  the 
industries  from  which  the  participants  originate.  For  instance,  supplier  power  stems  from 
a  relative  lack  of  alternative  available  sources  for  the  exchange  partner.  Another 
determinant  of  competitive  intensity  is  the  extent  to  which  the  product  is  differentiated 
from  other  products.  The  power  of  commodity  producers  is  lessened  by  the 
nonproblematic  replacement  of  their  offering  with  other,  nearly  identical,  products  from 
competitors.  Finally,  the  credible  threat  of  integration,  either  backward  by  buyers  or 
forward  by  suppliers,  decreases  the  relative  power  of  the  focal  Finn.  Buyers  or  suppliers 
may  wish  to  capture  the  rents  accrued  by  the  focal  Finn  and  thus  seek  to  envelop  them 
within  their  boundaries. 
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Horizontal  competition  is  shaped  by  a  different  set  of  factors.  Regarding  the  threat 
of  new  entrants  into  the  industry,  barriers  to  entry  are  the  key  strategic  element.  These 
barriers  include:  large  economies  of  scale  or  large  capital  requirements  being  necessary 
for  industry  entry;  cost  disadvantages  independent  of  size  for  new  entrants;  differentiated 
extant  products;  current  competitors’  proprietary  access  to  distribution  channels;  and 
government  policy  (Porter,  1980:  7-14).  With  respect  to  substitute  products,  the 
dynamics  of  alternative  industries  that  are  of  foremost  concern  are  the  most  important 
determinant  of  their  competitive  threat.  Price/performance  ratios  that  are  rapidly 
improving  in  industries  with  high  profit  rates  signify  the  most  dangerous  substitutes.  If 
consumers  act  as  rational,  utility-enhancing  individuals,  then  they  will  move  from  the  focal 
product  to  the  substitute  when  the  switching  costs  are  exceeded  by  the  increase  in  utility 
offered  by  the  alternative  product.  As  well,  substitute-product  firms  will  have  the 
resources  necessary  to  expand  into  alternative  markets  when  they  have  been  extracting 
high  rents. 

Finally,  the  ‘depth’  of  “jockeying  for  position”  among  current  competitors  is 
affected  by  social  factors  as  well  as  more  purely  economic  factors  (Porter,  1980: . 
Economic  attributes  that  foster  competition  include:  a  homogeneous  distribution  of  size 
and  power  among  competitors;  slow  industry  growth;  commodity  products;  high  fixed 
costs;  perishable  products;  large  capacity  increments;  and  high  exit  barriers.  A  socio- 
historically  heterogeneous  collection  of  firms  will  also  increase  the  depth  of  competition 
amongst  direct  competitors;  heterogeneity  in  firm  history  and  culture  will  produce 
heterogeneity  in  strategy  and  industrial  approach  which  reduces  the  likelihood  of  any 
bourgeois,  or  collusive,  competition. 

For  each  of  these  three  dimensions  the  principal  structuring  element  is  power: 
“buyer  power”,  “supplier  power”,  “threat  of  new  entrants”,  and  “threat  of  substitutes”  all 
speak  to  the  power  relations  that  are  in  play  between  a  focal  firm  and  the  “five  forces”  that 
determine  its  economic  fate;  the  intensity  of  rivalry  amongst  competitors  is  partially  a 
factor  of  the  balance  of  power  among  them  (Porter,  1985:  6).  The  analytical  focus  for  the 
whole  of  the  model  is  the  set  of  power  relationships  that  define  the  structure  of  an 
industry. 

Figure  2.3:  Competitive  attributes  shape  industry  relationships 


The  transaction  cost  and  industrial  organization  economics  frameworks  establish 
the  first  component  of  this  theoretical  framework:  an  influential  link  between  an  industry's 
competitive  attributes  and  the  relationships  among  its  participants.  This  link  is  the 
essential  insight  of  institutional  economics  and  has  garnered  significant  empirical  and 
theoretical  support  (Rumelt,  1974;  Grinyeret  al.,  1988;  Porter,  1980). 
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Industry  relationships  affect  the  distribution  of  resources 

Economic  actors’  competitive  situations  include  more  than  their  relationships: 
attributes  of  competition,  mediated  through  industry  relations,  affect  the  criticality  of 
resources  and  their  distribution  among  industry  actors.  As  relationships  develop  over 
time,  they  create  dependencies  that  revolve  around  resource  requirements  that  in  turn 
reinforce  the  relationships  in  which  they  are  manifested.  Beginning  with  an  extension  of 
transaction  cost  economics,  I  argue  that  the  contractual  arrangements  associated  with 
particular  transaction  costs  affect  the  distribution  of  resources  within  an  exchange 
relationship.  Then,  I  draw  more  generally  on  resource  dependence  theory  to  suggest  that 
industry  relationships  have  powerful  resource  effects. 

Williamson  argues,  quoting  Alchian,  that  “the  whole  rationale  for  the 
employer-employee  status,  and  even  for  the  existence  of  firms,  rests  on  [asset  specificity]; 
without  it  there  is  no  known  reason  for  firms  to  exist”  (1982:  6-7,  in  Williamson,  1985: 
53).  The  argument  from  transaction  cost  economics  is  that  the  reason  firms  have  grown, 
and  indeed  exist  at  all,  is  because  of  the  efficiency  gains  provided  by  their  relational 
mechanisms  in  the  governance  of  exchange. 

In  order  to  examine  the  transaction  cost  argument  in  more  detail,  I  begin  with  an 
example  of  a  specific  governance  relationship  with  particular  idiosyncratic  attributes.  The 
example  is  taken  from  Williamson’s  (1985)  discussion  of  asset  specificity  in  which  he 
quotes  Alfred  Marshall’s  (1948:  626)  description  of  a  “head  clerk”. 

The  head  clerk  in  a  business  has  an  acquaintance  with  men  and  things,  the  use  of 
which  he  could  in  some  cases  sell  at  high  price  to  rival  firms.  But  in  other  cases  it  is 
of  a  kind  to  be  of  no  value  save  to  the  business  in  which  he  already  is;  and  then  his 
departure  would  perhaps  injure  it  by  several  times  the  value  of  his  salary,  while 
probably  he  could  not  get  half  that  salary  elsewhere.  (Williamson,  1985:  52) 

In  this  case,  the  salient  attributes  of  exchange  are  specificity  and  frequency:  the 
head  clerk  has  gained  skills  in  the  form  of  “acquaintance  with  men  and  things”  which  are 
specific  to  his  or  her1  firm;  and,  his  or  her  dealings  with  the  firm  and  those  people  and 
things  are  often  repeated.  According  to  a  transaction  cost  analysis  the  mode  of 
governance  relationship  between  the  firm  and  the  head  clerk,  the  employment  contract,  is 
utilized  because  it  is  the  most  efficient  organizational  or  contractual  mechanism  for  dealing 
with  this  highly  idiosyncratic  exchange. 

According  to  Marshall,  the  hypothetical  head  clerk  would  gain  skills  in  the  form  of 
his  or  her  acquaintance  with  people  and  things  which  are  much  more  valuable  to  the  firm 
in  which  he  or  she  works,  than  to  other  firms.  This  suggests  an  upper  and  lower  bound  on 
the  wage  which  might  be  earned  by  the  head  clerk.  The  lower  bound  is  demarcated  by  the 
value  of  his  or  her  skills  to  other  firms  —  if  his  wage  was  significantly  lower  than  that 
bound  then  he  or  she  would  have  economic  inducements  to  leave  the  firm.  The  upper 
bound  is  demarcated  by  the  value  of  his  or  her  skills  to  the  present  firm  —  the  firm  would 
not  be  willing  to  pay  him  a  wage  that  was  significantly  above  this  point.2  This  range  of 


'Although  Marshall  and  Williamson  have  treated  the  head  clerk  as  a  male,  I  will  employ  a  gender-neutral 
description. 

2As  Williamson  would  of  course  point  out,  these  values  must  incorporate  the  transaction  costs  of  finding  a 
new  job  or  training  a  new  clerk  to  act  as  realistic  upper  and  lower  bounds. 
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possible  wages  suggests  that  there  is  some  potential  gain  to  be  had  from  the 
specificity-induced  value  differential  of  the  clerk’s  skills. 

Figure  2.4:  Skill  Values  and  Wages 

Value  of  Clerk's  Skills  to  Firm 
Range  of  Clerk's  Potential  Wages 
Market  Value  of  Clerk's  Skills 

^  ^ 


0,0  Duration  of  Employment 

The  potential  gain  will  accrue  to  whomever  is  able  to  most  effectively  exploit  the 
difference  between  the  value  of  the  clerk’s  knowledge  to  the  firm  and  its  value  to  the 
market.  This  would  be  the  clerk  if  he  or  she  had  the  greater  access  to  knowledge  of  that 
difference  and  was  in  a  position  to  credibly  threaten  to  leave  the  firm.  If  this  were  the 
case,  the  firm  would  likely  pay  a  wage  closer  to  its  valuation  of  the  clerk’s  knowledge  than 
to  its  potential  market  price.  If,  however,  the  firm  is  of  any  significant  size,  it  may  be  that 
its  management  will  be  able  to  more  accurately  value  the  clerk’s  skills  within  the  firm  and 
to  other  firms  than  would  the  clerk;  management’s  broader  understanding  of  the  firm’s 
operations  and  especially  of  the  costs  of  hiring  and  training  staff  would  privilege  them  in 
this  regard.  As  to  the  brinkmanship  game  of  threatening  to  leave,  a  clerk  whose  skills  are 
tailored  to  a  particular  organization  would  be  disadvantaged  in  two  ways.  First,  although 
the  clerk  may  have  important  firm-specific  skills,  if  he  or  she  is  one  among  many  other 
clerks  and  if  the  wage  increase  he  or  she  negotiates  through  such  a  game  becomes  known 
among  the  other  clerks  the  firm  will  be  forced  to  engage  in  the  same  game  again,  and 
perhaps  many  times.  This  adds  a  strong  disincentive  to  the  firm  with  respect  to  individual 
wage  increases.  Second,  the  training  and  experience  which  have  led  to  the  clerk’s 
firm-specific  skills  may  have  also  engendered  some  emotional  and  cultural  commitment  to 
the  workplace  and  colleagues  that  the  clerk  would  sacrifice  if  he  or  she  quit. 

The  example  of  the  head  clerk  suggests  one  of  the  effects  of  the  industry 
relationships  in  which  actors  engage  —  resources.  Indeed,  one  of  the  primary  motivating 
factors  for  actors  to  engage  in  exchange  relationships  is  the  possibility  of  accruing 
resources,  perhaps  in  the  form  of  money  or  control  over  other  individuals.  In  this  case, 
both  the  clerk  and  the  firm  have  gained:  the  clerk  has  gained  a  wage  on  which  to  live  and 
power  in  the  form  of  social  status,  at  least  in  contrast  with  that  of  the  unemployed;  and, 
the  firm  has  gained  even  more  money,  control  of  the  clerk,  and  if  it  is  successful  in 
harnessing  his  or  her  abilities  some  power  in  its  marketplace. 

The  resources  available  to  industry  actors  include  those  that  have  been  deemed 
critical  to  their  competitive  situations,  and  those  which  are  related  more  strongly  to  their 
ability  to  affect  the  institutional  context.  From  resource  dependence  theory  (Pfeffer  & 
Salancik,  1978),  what  I  refer  to  as  ‘situationally  significant  resources’  revolve  around  the 
inputs  and  legitimating  devices  which  any  agent  needs  to  function  within  their  immediate 
competitive  situation.  Previous  to  Pfeffer  and  Salancik's  (1978)  discussion,  the  strategic 
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contingencies  theorists  (Hickson  et  al.,  1971;  Hinings  et  al.,  1974)  delineated  and 
empirically  verified  the  importance  of  uncertainty  reduction,  low  substitutability  and 
pervasiveness  in  the  value  chain,  in  the  determination  of  intra-organizational  power 
relations.  These  same  dimensions  can  be  extrapolated  to  inter-agent  relations  with  little 
finessing. 

In  The  External  Control  of  Organizations,  Pfeffer  and  Salancik  (1978)  delineate  a 
list  of  “the  conditions  which  affect  the  extent  to  which  an  organization  will  comply  with 
control  attempts”: 

1.  The  focal  organization  is  aware  of  the  demands. 

2.  The  focal  organization  obtains  some  resources  from  the  social  actor  making  the 
demands. 

3.  The  resource  is  a  critical  or  important  part  of  the  focal  organization's  operation. 

4.  The  social  actor  controls  the  allocation,  access,  or  use  of  the  resource;  alternative 
sources  for  the  resource  are  not  available  to  the  focal  organization. 

5.  The  focal  organization  does  not  control  the  allocation,  access,  or  use  of  other 
resources  critical  to  the  social  actor's  operation  and  survival. 

6.  The  actions  or  outputs  of  the  focal  organization  are  visible  and  can  be  assessed  by  the 
social  actor  to  judge  whether  the  actions  comply  with  demands. 

7.  The  focal  organization's  satisfaction  of  the  social  actor's  requests  are  not  in  conflict 
with  the  satisfaction  of  demands  from  other  components  of  the  environment  with 
which  it  is  interdependent. 

8.  The  focal  organization  does  not  control  the  determination,  formulation,  or 
expression  of  the  social  actor's  demands. 

9.  The  focal  organization  is  capable  of  developing  actions  or  outcomes  that  will  satisfy 
the  external  demands. 

10.  The  focal  organization  desires  to  survive. 

(Pfeffer  &  Salancik,  1978:44) 

These  conditions  revolve  around  the  connections  between  social  relations  and 
resources.  In  this  framework,  power  requires  inter-organizational  awareness  and 
connection,  and  control  of  scarce  and  valuable  resources.  Actors’  positions  within  their 
social  networks  affect  their  resource  dependencies.  In  turn,  their  resources  enable  them  to 
resist  other  actors’  demands  and  impose  their  own.  As  the  head  clerk  example  illustrates, 
actors’  social  positions  allow  them  differential  access  to  resources,  and  access  to  those 
resources  can  serve  to  reproduce  their  original  advantaged  positions.  Resistance  is 
possible,  however,  both  through  obtaining  control  of  other  critical  resources  or 
reformulating  social  relations.  For  the  head  clerk,  resistance  might  be  possible  by 
obtaining  more  firm-independent  skills  and  consequently  raising  his  or  her  market-value, 
or  by  joining  with  other  clerks  in  some  form  of  organized  negotiating  unit.  Industry 
relationships  neither  determine  actors’  resources  nor  do  actors’  resources  determine 
industry  relationships,  but  they  are  highly  influential  of  each  other  in  contingent  and 
strategic  ways. 

Resource  conditions  influence  competitive  strategy 

Resource  dependence  theory  (Pfeffer  &  Salancik,  1978)  argues  that  organizations 
respond  to  their  resource-based  interdependencies  with  strategies  that  include  mergers, 
acquisitions,  diversification,  joint  ventures  and  interlocking  directorates.  Common  to  all 
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of  these  strategies  is  the  intent  to  manage  the  demands  placed  on  them  by  other  industry 
actors  who  control  valuable  and  scarce  resources.  Pfeffer  and  Salancik  argue  that  the 
“increasing  density  of  relationships  among  diverse  interests  has  led  to  less  willingness  to 
rely  on  unconstrained  market  forces”  (1978:  94). 

If  the  organization  is  reliant  on  another  organization  for  an  important  resource  and 
wishes  to  reduce  its  correspondent  vulnerability,  it  has  three  options:  (1)  “extend  its  own 
control  into  those  vital  areas”;  (2)  “increase  its  own  dominance  so  that  those  with  whom  it 
exchanges  become  relatively  more  dependent  on  it”;  and,  (3)  “reduce  the  domination  of 
other  organizations  by  decreasing  its  reliance  on  single  critical  exchanges”  (Pfeffer  & 
Salancik,  1978:  113).  Each  of  these  three  alternatives  is  concerned  with  the  control  of 
resources  and  the  relationships  that  govern  them.  Pfeffer  &  Salancik  further  argue  that: 

vertical  integration  represents  a  method  of  extending  organizational  control  over 
exchanges  vital  to  its  operation;  that  horizontal  expansion  represents  a  method  for 
attaining  dominance  to  increase  the  organization’s  power  in  exchange 
relationships...  and  that  diversification  represents  a  method  for  decreasing  the 
organization’s  dependence  on  other,  dominant  organizations  (1978:  1 14). 

These  strategies  rely  on  the  formation  of  new  industry  relationships  that  are  based  on 
resource-based  negotiation  and  in  turn  provide  stronger  control  of  critical  resources  for 
the  participants.  Similarly,  less  complete  inter-organizational  connections  such  as  joint 
ventures  and  interlocking  directorates  provide  a  degree  of  increased  control  over  scarce 
resources.  The  resource  dependence  approach  emphasizes  the  interplay  of  industry 
relationships  and  strategy  that  is  necessitated  and  mediated  by  the  critical  situational 
resources.  Industry  relationships  create  resource  dependencies  that  prompt  strategic 
action  that  may  include  reformulating  relationships  based  on  new  resource  positions. 

The  resource- based  view  of  strategic  management  (Penrose,  1959;  Lippman  & 
Rumelt,  1982;  Peteraf,  1993)  elaborates  on  resource  dependence  theory  by  examining  the 
resource  conditions  necessary  for  firms  to  maintain  a  sustained  competitive  advantage. 
Peteraf  (1993)  delineates  four  necessary  and  sufficient  resource  conditions  for  sustainable 
competitive  advantage,  “the  unique  position  of  a  firm  in  relation  to  its  competitors  that 
allows  it  to  outperform  them  consistently”  (Fiol,  191).  The  first  is  heterogeneity :  resource 
bundles  and  capabilities  underlying  production  are  heterogeneous  across  firms. 
Heterogeneous  resource  distribution  implies  that  more  and  less  efficient  resources  will  be 
in  use  which  will  enable  those  firms  utilizing  more  efficient  resources  to  outperform 
others.  The  second  condition  is  the  existence  of  ex  post  limits  to  competition:  “subsequent 
to  firm’s  gaining  a  superior  position  and  earning  rents,  there  must  be  forces  which  limit 
competition  for  those  rents”  (Peteraf,  1993:  182).  These  might  include  property  rights, 
patent  protection,  or  information  asymmetries.  The  third  condition  is  the  imperfect 
mobility  of  resources:  “these  are  resources  which  are  tradable  but  more  valuable  within  the 
firm  that  currently  employs  them  than  they  would  be  in  other  employ”  (Peteraf,  1993: 

183).  The  point  here  is  that  firms  will  not  be  willing  to  trade  away  a  resource  for  which 
the  market  value  is  less  than  their  firm-specific  value.  This  is  analogous  to  Williamson’s 
(1975)  notion  of  asset-specificity;  the  head  clerk  example  illustrates  the  imperfect  mobility 
of  some  human  skills.  The  last  condition  is  the  existence  of  ex  ante  limits  to  competition: 
“prior  to  any  firm’s  establishing  a  superior  resource  position,  there  must  be  limited 
competition  for  that  position”  (Peteraf,  1993:  185).  This  condition  ensures  that  the  costs 
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of  obtaining  a  superior  resource  position  do  not  completely  offset  the  gains.  The 
argument  is  that  if  there  were  no  ex  ante  limits  to  competition,  firms  would  invest  up  to 
the  point  of  zero  economic  profits. 

Consistent  with  the  resource  dependence  model,  the  resource-based  view  of  the 
firm  suggests  that  it  is  the  interaction  between  industry  relationships  and  critical  resources 
that  affects  strategy.  Again,  strategy  feeds  back  on  resources  and  industry  relationships 
through  actors’  attempts  at  gaining  a  superior  resource  position.  Peteraf  suggests  some 
prescriptive  implications  of  this  approach,  all  of  which  are  intended  to  “ensure  that  each 
firm  optimizes  the  use  of  its  own  specialized  resources”  (1993:  187).  The  notion  here  is 
that  resources  mediate  between  firms’  strategies  and  industry  relationships  so  that 
managers’  ability  to  evaluate  their  own  resources  is  critical  to  engaging  in  appropriate 
strategies  that  will  result  in  advantageous  industry  relationships. 

Table  2.1  summarizes  the  conditions  of  industry  relationships  and  resources  that 
encourage  the  utilization  of  resource-based  strategies  by  firms. 


Table  2.1 

Situational  Conditions  and  Resource-Oriented  Strategies 

Conditions  necessary  to  elicit 
compliance  in  an  industry 

relationship  Resource  conditions  Resource-oriented  strategies 

•  Resource  dependence 

Generate  resource  dependence: 

•  Classical  contracting 

•  Awareness  of  demands 

•  Criticality 

•  Neo-classical  contracting 

•  Low  demand  conflict 

•  Low  substitutability 

•  Interlocking  directorates 

•  Capability  of  compliance 

•  Pervasiveness/frequency 

•  Joint  ventures 

•  Visibility  of  compliance 

Sustain  competitive  advantage: 

•  Diversification 

•  Desire  for  survival 

•  Heterogeneity 

•  Horizontal  expansion 

•  Imperfectly  mobility/ 
Specificity 

•  Ex  post  limits  to 
competition 

•  Ex  ante  limits  to 
competition 

•  Vertical  integration 

Industry  relationships  affect  actors’  identities 

A  second  effect  of  industry  relationships  is  the  production  of  means  of 
identification  for  the  actors  involved.  This  section  and  the  next  will  examine  the  linkages 
between  industry  relationships,  identity  and  situational  strategy.  I  first  argue  that  there  are 
at  least  two  major  sources  of  identification  that  stem  from  an  exchange  relationship  or 
other  industry  relationship:  social  groups  provide  the  opportunity  for  the  formation  ot 
social  identity  (Ashforth  &  Mael,  1989;  Goffman,  1963,  1967;  Reger  &  Huff,  1993) ;  and, 
causal  attributions  of  action  act  as  another  basis  for  identity  (Crittendon,  1989;  Shields, 
1977).  These  sources  of  identification  suggest  that  the  industry  relationships  in  which 
actors  are  engaged  will  affect  their  identities.  In  the  next  section,  I  argue  that  actors’ 
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identities  influence  their  patterns  of  action  —  their  strategies.  Throughout  these  two 
sections,  I  will  examine  the  identity  of  ‘actors’  and  highlight  the  possible  differences 
between  individuals  and  organizations  in  the  formation  and  effects  of  identity. 

Identity  characterizes  “an  individual  in  relation  to  a  larger  cultural  system”  (Fiol, 
1991:  200).  Goffman  (1963)  describes  this  relationship  in  terms  of  categories  of  “social 
identity”: 


Society  establishes  the  means  of  categorizing  persons  and  the  complement  of 
attributes  felt  to  be  ordinary  and  natural  for  members  of  each  of  these  categories. 

Social  settings  establish  the  categories  of  persons  likely  to  be  encountered  there.  The 
routines  of  social  intercourse  in  established  settings  allow  us  to  deal  with  anticipated 
others  without  special  attention  or  thought.  (Goffman,  1963:  2). 

Actors’  social  identities  provide  stereotypes  which  others  can  respond  to  without  knowing 
much  about  the  actors  themselves.  Actors  draw  on  the  social  identities  of  others  as 
resources  that  enable  them  to  interact  in  a  routine  manner  with  relative  strangers. 

Actors  also  draw  on  their  own  social  identities  in  order  to  classify  themselves  into 
various  social  categories  (Ashforth  &  Mael,  1989).  Based  on  these  categories,  actors  both 
segment  their  social  environments  and  locate  themselves  within  those  environments 
(Ashforth  &  Mael,  1989). 

According  to  [social  identity  theory],  the  self-concept  is  comprised  of  a  personal 
identity  encompassing  idiosyncratic  characteristics  (e.g.,  bodily  attributes,  abilities, 
psychological  traits,  interests)  and  a  social  identity  encompassing  salient  group 
classifications.  Social  identification,  therefore,  is  the  perception  of  oneness  with  or 
belongingness  to  some  human  aggregate  (Ashforth  &  Mael,  1989:  21). 

Goffman’s  (1963)  examination  of  ‘stigma’  suggests,  however,  that  even  “idiosyncratic 
characteristics”  such  as  bodily  attributes  can  be  associated  with  social  categories,  and 
consequently  contribute  to  social  identification.  “When  a  stranger  comes  into  our 
presence,  then,  first  appearances  are  likely  to  enable  us  to  anticipate  his  category  and 
attributes,  his  ‘social  identity’”  (Goffman,  1963:  2).  So,  there  are  a  broad  variety  of  social 
categories  that  actors  draw  on  in  the  formation  of  their  own  and  others’  social  identities. 
Common  to  all  social  categories  is  their  relational  nature.  For  example,  ‘young’  is  only  a 
meaningful  category  in  relation  to  ‘old’  or  some  other  age-related  category. 

Some  social  categories  are  more  likely  than  others  to  inspire  identification. 

Ashforth  and  Mael  (1989)  list  four  factors  that  invite  social  identification  with  a  group. 
First,  the  group’s  values  and  practices  must  be  distinct  in  relation  to  those  of  comparable 
groups.  Distinctiveness  provides  the  basis  for  identity  both  in  terms  of  the  divisions 
among  groups  and  categories,  and  in  the  relational  characteristics  associated  with  those 
divisions.  Second,  group  prestige  encourages  identification.  Ashforth  and  Mael  (1989) 
argue  that  this  is  due  to  the  impact  of  identification  self-esteem  and  is  associated  with 
‘bandwagon’  effects,  where  “the  slightest  sign  of  a  plurality  [is  converted]  into  an 
overwhelming  majority”  (Schelling,  1957:  32).  Third,  there  are  salient  out-groups.  The 
effect  of  inter-group  competition  are  a  special  case  of  this  effect;  “during  competition, 
group  lines  are  drawn  more  sharply,  values  and  norms  are  underscored,  and  we/they 
differences  are  accentuated”  (Ashforth  &  Mael,  1989:  25).  Fourth,  they  suggest  that 
‘traditional’  group  formation  factors  (interpersonal  interaction,  similarity,  liking, 
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proximity,  shared  goals  or  threat,  common  history,  etc.)  may  be  a  factor  but  are  not 
necessary. 

A  second  source  of  identification  associated  with  industry  relationships  stems  from 
the  actions  involved.  As  actors  enter  into  relationships  they  work  to  make  sense  of  new 
behaviors  from  others  and  themselves.  Attribution  theory  suggests  that  “the  best  way  to 
simplify,  predict,  and  control  the  environment  is  to  look  for  stable,  underlying  personal 
dispositions  as  causes  of  transient  events.  Thus,  for  the  intuitive  scientist,  personal 
motives  and  personal  traits  are  the  most  salient  causes  of  social  reality”  (Crittendon,  1989: 
2).  Shields  (1977)  argues  that  attribution  is  a  special  case  of  symbolic  interaction,  where 
actors  negotiate  the  causes  of  events  within  a  broader  process  of  reality  construction 
constrained  by  social  context.  In  an  analysis  of  strategic  change,  Gioia  and  Chittipeddi 
(1991)  utilize  the  notions  of  ‘sensemaking’  and  ‘sensegiving’  to  underscore  the 
attributional  processes  engaged  in  by  managers  while  attempting  to  develop  broadly  held 
situational  understandings.  As  the  strategic  change  process  unfolded,  the  CEO  and  other 
managers  oscillated  between  identity  formation  through  sensemaking  and  impression 
management  through  sensegiving  (Gioia  &  Chittipeddi,  1991).  Attributional  processes 
provide  a  second  source  of  resolution  to  the  question  of  ‘who  am  I?’. 

Recalling  the  head  clerk,  if  the  clerk  is  required  to  act  submissively  at  work  under  a 
regime  of  strict  monitoring,  attribution  theory  suggests  that  those  actions  will  reinforce 
any  self-perception  as  a  submissive  person  in  need  of  monitoring  and  call  into  question 
any  feelings  of  independence  and  reliability  which  he  or  she  might  have.  Similarly,  if  all 
clerks  within  the  firm  are  required  to  act  submissively  and  the  head  clerk  identifies  with  the 
larger  group  of  clerks,  then  his  or  her  social  identity  will  support  that  attribution.  For  the 
firm’s  management,  similar  processes  of  identification  might  emanate  from  this 
relationship:  monitoring  an  obedient  clerk  might  support  self-attributions  of  authority  and 
importance.  The  ‘management  group’  would  also  provide  an  attractive  referent  for  social 
identity  —  prestigious  and  distinctive  with  subordinates  as  a  salient  out-group.  Of  course, 
the  identity  of  individuals  comes  not  from  any  one  particular  set  of  social  relations  within 
one  particular  discourse,  but  from  all  of  the  social  relations  which  constitute  their  current 
situation  and  their  histories. 

The  discussion  of  identity  thus  far  has  focused  on  the  relationship  between  an 
individual  and  her  or  his  social  context.  The  notion  of  identity  can,  however,  be  applied  to 
organizations  as  well.  Reger  and  Huff  (1993)  suggest  a  cognitive  conceptualization  of 
strategic  groups  that  emphasizes  managers’  understandings  of  their  organizations  as 
members  of  competitive  groups  based  on  “strategic  commonalities”  (p.  103).  Previous  to 
Reger  and  Huff’s  (1993)  argument,  strategic  groups  were  operationalized  primarily  on  the 
basis  of  secondary  accounting  and  financial  data,  in  hopes  of  objectively  determining 
groups  and  their  relationship  to  profitability.  A  cognitive  perspective  suggests  that  it  is 
organizational  managers  themselves  who  structure  strategic  groups  and  that  their  effect  is 
behavioral  as  well  as  economic. 

Reger  and  Huff  (1993)  suggest  three  processes  which  together  suggest  that 
managers  in  the  same  industry  might  develop  shared  understandings  of  their  strategic 
groups.  Simplification  “suggests  that  strategists  simplify  the  complex  cognitive  problem 
of  independently  analyzing  a  number  of  competitors  by  grouping  them”  (Reger  and  Huff, 
1993:  105).  In  contrast,  elaboration  involves  filling  in  gaps  where  information  is  missing 
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in  order  to  complete  an  interpretation  or  analysis.  Although  simplification  and  elaboration 
are  reactions  to  different  competitive  and  informational  conditions,  they  both  require  that 
managers  perceive  similarities  among  firms  (Reger  &  Huff,  1993:  106).  To  simplify, 
managers  group  firm  that  they  consider  alike;  to  elaborate,  managers  draw  on 
stereotypical  characteristics  of  firms  for  which  they  do  not  have  complete  information. 

The  third  process  —  interaction  —  leads  to  an  expectation  of  shared  perceptions  of 
competitive  environments  among  strategists  working  in  the  same  industry. 

Company  executives  interact  with  each  other  at  industry  associations  and  other 
gatherings;  they  share  similar  sources  of  information  such  as  trade  publications;  they 
hire  from  the  same  professional  labor  pool  and  frequently  employ  the  same 
consultants.  As  events  shape  the  industry,  such  commonalities  in  information 
sources  encourage  shared  interpretations  of  the  present  and  shared  expectations  of 
the  future,  including  shared  perspectives  on  industry  groupings  (Reger  &  Huff,  1993: 

106). 

A  cognitive  conceptualization  of  strategic  groups  argues  for  the  formation  of  social 
categories  with  which  managers  associate  theirs  and  others’  firms. 

Together,  social  identification  and  self-attribution  processes  draw  on  actors’ 
industry  relationships  to  provide  them  with  an  understanding  of  who  they  are,  especially 
with  respect  to  other  industry  actors.  As  with  resources,  however,  this  is  a  dialectical 
relationship.  Any  set  of  categories  which  is  intended  to  map  the  realm  of  social  relations 
will  encounter  resistance  because  of  its  inherently  parochial  nature.  Any  such  set  will  by 
necessity  be  a  product  of  a  particular  circumstance  and  intention.  For  instance,  the 
application  of  the  industrial  economics  categories  delineated  above  necessarily  suppresses 
the  identity  of  organizations  as,  for  example,  physical  artifacts,  cultural  groups,  and  arenas 
of  conflict.  Because  of  these  competing  descriptions  with  their  attendant  effects,  any 
singular  categorical  description  will  meet  with  both  acceptance  and  resistance  on  the  part 
of  the  agents  involved.  Consequently,  the  flow  between  industry  relationships  and 
identities  is  bi-directional:  social  relations  provide  the  means  from  which  actors  constitute 
their  identities;  and,  actors  resist  and  work  to  shape  the  social  relations  which  bind  them 
together. 

Identity  influences  strategy 

The  notion  of  identity  acts  as  another  mediator  between  industry  relationships  and 
actors’  strategies.  More  generally,  identity  bridges  actors’  behaviors  with  a  broader  social 
or  cultural  context.  Dutton  and  Dukerich  (1991)  argue  that  two  self-concepts  —  identity 
and  image  —  shape  actors’  responses  to  issues.  In  their  examination  of  the  response  by 
the  Port  Authority  of  New  York  and  New  Jersey  to  the  occupation  of  its  facilities  by 
homeless  people,  Dutton  and  Dukerich  refer  to  identity  as  “what  organizational  members 
believe  to  be  its  central,  enduring,  and  distinctive  character"  and  image  as  “the  way 
[organizational  members]  believe  others  see  the  organization"  (1991:  520).  The 
organizational  identity  and  image  held  by  Port  Authority  employees  is  argued  to  have  had 
a  significant  impact  on  the  organization’s  reaction  to  the  homeless  people. 

Dutton  and  Dukerich  (1991)  suggest  that  identity  affects  strategy  through  its  effect 
on  interpretation  processes,  emotionality,  and  actions.  With  respect  to  interpretation,  they 
argue  that  identity  serves  as  a  reference  point  tor  assessing  the  importance  ol  an  issue  or 
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situation  and  as  a  constraint  on  what  interpretations  are  considered  legitimate.  The  issue 
of  homeless  people  “was  important  because  it  threatened  key  elements  of  identity.  In 
particular,  informants’  sense  of  the  Port  Authority  as  a  high-quality,  first-class  institution 
made  the  presence  of  homeless  people  problematic”  (Dutton  &  Dukerich,  1991:  543). 
Despite  its  perceived  importance,  the  issue  was  not  understood  as  one  to  which  the 
organization  could  legitimately  respond  because  it  “excelled  in  its  technical  skills  but 
lacked  the  social  service  skills  necessary  to  deal  with  homelessness”  (Dutton  &  Dukerich, 
1991:  545).  Emotional  responses  to  issues  are  based  partially  on  the  degree  to  which 
situations  are  identity-consistent  or  -inconsistent.  Port  Authority  employees  expressed  “a 
great  disdain  about  the  inappropriate  diversion  of  technical  skills  for  the  delivery  of  social 
services”  (Dutton  &  Dukerich,  1991:  545).  Identity  also  affects  action  directly  “by 
providing  guidelines  for  evaluating  success,  recipes  for  solutions,  and  parameters  for 
acceptable  ways  of  resolving  the  issue”  (Dutton  &  Dukerich,  1991:  546).  Reger  and 
Huff  s  (1991)  analysis  of  the  cognitive  basis  of  strategic  groups  suggests  a  similar  effect  at 
an  inter-organizational  level:  managers  understand  their  organization  as  a  member  of  a 
strategic  group  within  which  there  are  particular  strategic  recipes  and  approaches  that  lead 
to  success. 

The  relationship  between  identity  and  image  hinges  on  the  correspondence 
between  actors’  self-understandings  and  their  beliefs  about  others’  perceptions  of  them. 
The  greater  the  inconsistency  between  the  two,  the  greater  will  be  the  motivation  for 
actors  to  work  to  change  one  or  the  other.  At  the  Port  Authority,  their  was  a  strong 
conflict  between  the  organization’s  identity  as  competent  and  professional  and  its  image  as 
callous;  its  “association  with  homelessness  was  more  than  organizationally  based...  the 
damage  to  the  organization’s  image  hurt  individuals  personally”  (Dutton  &  Dukerich, 

1991 :  548).  Image  affects  strategy  through  its  interaction  with  identity;  as  actors  work  to 
reconcile  their  identity  and  image,  they  might  either  reform  their  identities  or  engage  in 
impression  management  in  order  to  change  their  image.  In  Dutton  and  Dukerich ’s  study, 
“as  the  significance  of  actions  on  the  issue  increased  —  that  is,  as  the  human  and  monetary 
resources  invested  increased  —  the  Port  Authority  began  to  plan  which  actions  it  wanted 
to  highlight  and  which  it  wanted  to  conceal”,  because  “the  costs  of  being  associated  with 
taking  responsibility  for  homelessness  far  outweighed  any  gains  from  being  seen  as  a 
builder  of  superior  drop-in  centers”  (1991:  549). 

In  the  theoretical  framework  being  developed  here,  image  is  subsumed  within  the 
notion  of  identity,  so  that  identity  here  denotes  actors’  self-understandings  with  respect  to 
their  competitive  situation,  and  their  understandings  of  other  actors’  perceptions  of  them. 
Identity  plays  an  intermediary  role  between  industry  relationships  and  strategy.  It  affects 
strategy  through  actors’  interpretations,  emotions  and  the  provision  of  evaluation 
standards  and  recipes  for  action.  The  image  aspect  of  identity  becomes  important  when  it 
presents  a  dissonant  understanding  —  when  an  actor’s  understanding  of  other’s 
perceptions  is  markedly  different  from  his  or  her  self-understanding.  The  focus  on  identity 
here  is  intended  to  highlight  an  actor’s  self-understanding  in  terms  of  a  broader  set  of 
industry  relationships  and  actions. 

Table  2.2  delineates  the  conditions  that  affect  the  linkages  among  industry 
relationships,  identity  and  situational  strategy. 
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Table  2.2 

Situational  Conditions  and  Identity-Oriented  Strategies 


Relational  features  that 

encourage  identification  Impacts  of  identity  on  strategy  Identity-oriented  strategies 


•  Distinctiveness 

•  Interpretations 

•  Identity  consistency 

•  Prestige 

•  Emotionality 

•  Image  management 

•  Salience  of  out-groups 

•  Strategic  recipes 

•  Group  dynamics 

•  Image-Identity  dissonance 

•  Informational  complexity 

•  Information  sharing 

Identity  and  resources  form  a  bridge  between  industry  relationships  and  strategy. 
The  interaction  of  what  actors  are  able  to  do  based  on  their  access  to  and  control  of 
resources  and  how  actors  understand  themselves  in  terms  of  their  social  context  occasions 
particular  patterns  of  strategic  action.  Industry  relationships  effect  resource  dependencies 
that  actors  attempt  to  manage  by  either  gaining  control  of  critical  resources  or  reforming 
their  relationships  so  as  to  minimize  the  dependence  and  uncertainty.  Actors’  identities 
engage  with  these  resource  dependencies  and  relationships  to  constrain  the  possible 
strategic  alternatives  based  on  salience,  legitimacy,  emotionality,  and  image.  As  these 
tensions  play  off  one  another,  actors  are  forced  to  act,  partially  in  order  to  maintain  their 
flows  of  resources  and  identity. 

Situational  actions  constitute  obligation  strategy 

I  refer  to  patterns  of  action  that  are  directed  at  and  based  on  actors’  immediate 
competitive  situations  as  obligation  strategies.  Obligation  strategies  are  concerned  with 
trading  on  resources  that  are  considered  critical  in  their  competitive  situations.  The 
attainment  of  critical  resources  is  both  a  problem  of  legitimacy  and  political  pressures,  as 
suggested  by  DiMaggio  and  Powell  (1983)  in  their  discussion  of  coercive  isomorphism,  as 
well  as  the  control  of  more  mundane  physical  and  'mental'  resources  as  suggested  by 
Pfeffer  and  Salancik  (1978)  in  their  discussion  of  resource  dependency.  To  oblige  another 
agent  is  to  capture  their  action  based  on  the  control  of  some  needed  good,  whether  it  is 
institutional  legitimacy  or  coal  for  their  furnaces. 

Pfeffer  and  Salancik  (1978)  argue  that  “Three  factors  are  critical  in  determining  the 
dependence  of  one  organization  on  another.  First,  there  is  the  importance  of  the 
resource...  The  second  is  the  extent  to  which  the  interest  group  has  discretion  over  the 
resource  allocation  and  use.  And,  third,  the  extent  to  which  there  are  few  alternatives,  or 
the  extent  of  control  over  the  resource  by  the  interest  group”  (Pfeffer  &  Salancik, 
1978:45-46).  These  conditions  parallel  Porter's  (1980)  discussions  of  supplier  power 
where  he  argues  that  product  differentiation,  switching  costs,  absence  of  substitutes,  high 
supplier  concentration,  cost  relative  to  total  purchase,  impact  of  inputs  on  cost  or 
differentiation,  and  credible  threat  of  forward  integration  all  work  to  increase  supplier 
power —  the  dependence  of  a  buyer  on  its  supplier.  This  suggests  that  obligation 
strategies  are  analogous  to  Porter's  “positioning”  approach  (1980:  30),  which  takes  the 
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structure  of  the  industry  as  given  and  matches  the  company's  strengths  and  weaknesses  to 
it”. 

The  settings  which  are  appropriate  for  an  obligation  strategy  are  those  in  which 
there  is  a  high  level  of  structuration  (Giddens,  1984).  Structuration  involves  the 
reproduction  of  social  practices  (Giddens,  1984:  17).  In  industrial  terms,  these  settings 
will  be  ones  in  which  the  practices,  products  and  members  of  an  industry  are  well 
established  and  deeply  sedimented  in  its  day-to-day  workings.  Where  there  are  deeply 
sedimented  rules  —  well  established  linguistic  and  communicative  patterns  —  the 
discretion  of  agents  within  the  system  is  restricted  to  the  degree  and  manner  with  which 
they  assimilate.  Agency  is  accomplished  through  the  strategic  positioning  of  one's  self 
within  the  already  determined  rules  and  practices. 

Table  2.3  summarizes  the  linkages  between  obligation  strategies  and  resources, 
identity  and  institutional  contexts.  The  critical  point  here  is  that  obligation  strategies  are 
primarily  intended  to  trade  on  extant  competitive  situations,  including  resource  and 
identity  conditions. 


Table  2.3 

Obligation  strategies  and  their  interaction  with  other  concepts 

Examples 

Resource  requirements 

Identity 

Institutional  contexts 

Secure  key  resources 
through  the 
enactment  of  various 
industry 
relationships. 

From  Strategic 
contingencies  theory 
( Hickson  el  al.,  1972): 
Uncertainty  reduction,  low 
substitutability,  and 
pervasiveness  in  the  value 
chain. 

From  Resource 
dependence  theory  ( Pfeffer 
&  Salancik,  1978):  control 
of  the  flow  of  critical 

resources. 

Actors  will  attempt  to 
maintain  identity 
consistency  and 
minimize  identity- 
image  dissonance. 

Mature  products, 
services,  technologies 
and  institutions. 

Because  obligation  strategies  are  premised  on  the  utilization  of  extant  definitions 
of  practice  and  rules  of  meaning  and  membership,  they  pose  no  threat  to  the  social  order. 
Their  successful  implementation  suggests  an  arrangement  of  agents  in  line  with  current 
interpretations  of  social  relations,  nodal  points  and  rules.  If  an  agent  obliges  another 
through  the  manipulation  and  control  of  critical  resources,  this  serves  to  reproduce  the 
institutional  setting  through  the  normal  enactment  of  its  rules  and  practices. 
Consequently,  the  systemic  effects  of  successful  obligation  strategies  will  be  the 
reproduction  of  the  extant  institutional  field  and  the  reinforcement  of  the  intrinsic  power 
relations.  Episodes  of  power  which  reproduce  the  institutional  setting  work  to  reinforce 
the  privileged  positions  of  the  dominant  agents. 
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Summary  of  competitive  situations 

The  competitive  attributes  of  a  situation  include  all  of  those  aspects  of  exchange 
and  other  industry  relationships  that  directly  influence  the  intensity  of  competition.  For 
instance,  the  efficiency  of  a  contractual  relationship  is  partially  determined  by  the  degree 
to  which  the  governance  arrangement  accommodates  the  transaction  costs  associated  with 
asset-specificity  and  frequency  (Williamson,  1975).  More  generally.  Porter  (1980) 
describes  sets  of  attributes  that  influence  the  level  of  intensity  for  his  five  industry  forces. 
The  threat  of  new  entrants,  for  example,  is  influenced  by  current  competitors’  economies 
of  scale,  proprietary  product  differences,  brand  identity,  switching  costs  and  entry  capital 
requirements.  Figure  2.5  illustrates  the  elements  of  a  competitive  situation  and  their 
interrelationships. 

Figure  2.5:  Elements  of  a  competitive  situation 


Resources 


=1 


Based  on  extant  competitive  attributes,  actors  encounter  competitive  situations 
wherein  industry  relationships,  resources,  identities  and  obligation  strategies  interact  in  a 
contingent  and  indeterminate  manner.  The  distribution  and  criticality  of  resources  is 
shaped  by  industry  relationships  which  in  turn  influences  actors’  strategic  actions. 
Obligation  strategies  work  to  shape  resource  distributions  and  industry  relationships  to 
privilege  particular  positions.  Similarly,  identities  intermediate  between  industry 
relationships  from  which  they  get  social  categories,  and  obligation  strategies  which  they 
inform.  And  again,  obligation  strategies  attempt  to  influence  industry  relationships  based 
on  identities  that  provide  strategic  recipes  and  evaluation  criteria.  What  unites  all  of  these 
elements  is  their  relationship  to  an  industry’s  competitive  attributes  —  all  of  these 
elements  influence  each  other  through  the  actions  and  reactions  they  engender,  but  they 
stop  short  of  influencing  a  situation’s  competitive  attributes,  its  technical,  economic  and 
social  context. 


INSTITUTIONAL  CONTEXTS 

Competitive  attributes  are  the  only  element  of  an  actor’s  situation  that  is 
exogenous;  they  form  the  context  within  which  competitive  situations  occur.  In  this 
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section,  I  will  reexamine  competitive  attributes  to  argue  that  they  are  not  beyond  the 
strategic  influence  of  actors.  I  will  initiate  this  discussion  with  an  analysis  of  competitive 
attributes  as  forms  of  knowledge.  I  argue  that  in  the  analysis  presented  so  far,  they  are 
understood  in  a  ‘common  sense’  fashion:  the  history  and  social  derivation  of  their  content 
is  considered  nonproblematic.  I  argue  for  an  understanding  of  these  attributes  as  social 
accomplishments.  They  represent  taken-for-granted  assumptions  about  the  nature  of 
competition  in  a  situation.  Moving  to  an  institutional  understanding  of  knowledge  allows 
us  to  reconceptualize  competitive  attributes  as  institutional  structures  supported  not  by 
their  own  internal  validity,  but  rather  by  the  particular  sets  of  social  relations  that  they 
privilege.  This  understanding  of  competitive  attributes  —  as  institutional  context  — 
opens  up  the  possibility  of  strategic  agency  directed  at  their  reformulation  or  maintenance. 

Competitive  attributes  stem  from  institutional  knowledge 

For  Porter  (1980),  knowledge  is  conceived  of  as  “data”,  “information”,  and  signals 
which  can  be  compiled  (p.p.  72)  hidden  (p.p.  106),  exposed,  revealed,  attained,  and 
manipulated  (pp.  75-87).  Central  to  Porter’s  (1980)  presentation  of  knowledge  is  that  it 
is  a  strategic  resource,  similar  to  capital  in  that  more  is  better.  For  Porter,  a  critical 
element  in  industry  analysis  is  competitor  analysis  which  he  argues: 

creates  enormous  needs  for  data...  from  many  sources:  reports  tiled  publicly, 
speeches  by  a  competitor’s  management  to  security  analysts,  the  business  press,  the 
sales  force,  a  firm’s  customers  or  suppliers  that  are  common  to  competitors, 
inspection  of  a  competitor’s  products,  estimates  by  the  firm’s  engineering  staff, 
knowledge  gleaned  from  managers  or  other  personnel  who  have  left  the  competitor’s 
employment,  and  so  on.  (Porter,  1980:  72) 

In  discussing  “market  signals”.  Porter  (1980:  75)  defines  them  as  “any  action  by  a 
competitor  that  provides  a  direct  or  indirect  indication  of  its  intentions,  motives,  goals,  or 
internal  situation”.  Porter’s  discussion  of  market  signals  and  competitor  analysis  suggests 
a  model  of  knowledge  in  which  signals,  symbols,  and  other  hard  data  are  important  in  as 
much  as  they  point  to,  or  signify,  some  meaning,  object  or  issue.  Porter’s  description  of 
the  non-problematic  relationships  among  signals  and  market  conditions  suggests  that  the 
relationships  are  both  static  and  natural,  where,  in  fact,  those  relationships  are  dynamic 
and  inherently  social. 

A  critical  element  of  Porter’s  argument  is  that  “structural  analysis...  should  reduce 
the  need  for  debates  on  where  to  draw  industry  boundaries.  Any  definition  of  an  industry 
is  essentially  a  choice  of  where  to  draw  the  line  between  established  competitors  and 
substitute  products”  (1980:32).  Although  particular  industry  definitions  may  be  debated 
by  economists,  it  is  on  the  basis  of  the  ‘accuracy’  of  the  dividing  line  —  which  cross¬ 
elasticity  of  demand  figure  to  use.  That  there  is  some  existentially  true  dividing  line  is 
economistic  common  sense.  This  approach  may  be  valid  where  the  purpose  of  ‘defining’ 
an  industry  is  to  understand  an  extant  set  of  market  conditions.  However,  there  is  another 
interpretation  of  ‘definition’  available.  In  this  interpretation,  definition  is  not  an  analytical 
activity,  but  rather  a  structuring  activity;  the  definition  of  the  industry  is  something  which 
is  socially  negotiated  (Berger  &  Luckmann,  1966).  Constituted  by  the  pragmatic  use  ot 
language  and  other  symbols,  the  ‘industry’  constitutes  a  linguistic  community  where  the 
salience  of  membership  is  premised  on  legitimacy,  not  on  ‘underlying  economics’.  For 
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instance,  in  professional  services  the  definition  of  the  industry  is  critical  to  its  ongoing 
profitability;  it  is  the  regulatory  and  cultural  exclusion  of  lay  people  that  protects  the  status 
and  incomes  of  professionals.  Since  industry  boundaries  act  as  lines  of  fiscal,  as  well  as 
professional,  demarcation,  lawyers,  doctors  and  professional  accountants  have  vested 
interests  in  their  industry  definitions. 

This  understanding  of  definition  as  a  structuring  activity  is  consistent  with  a  social 
understanding  of  knowledge,  where  definitions  are  produced  collectively  among  sets  of 
actors.  Within  the  sociology  of  organizations,  there  has  developed  over  the  past  two 
decades  an  area  of  inquiry  explicitly  concerned  with  the  objectification  of  ideas  within 
industries,  or  what  in  this  area  are  referred  to  as  institutional  fields.  Institutional  theory 
provides  a  dynamic  perspective  on  the  nature  of  normative  structures  and  legitimate 
knowledges.  From  Meyer  and  Rowan’s  “Myth  and  Ceremony”  (1977),  through  the 
empirical  studies  published  in  the  early  1980s,  to  the  recent  theoretical  recapitulations 
(DiMaggio,  1988;  Scott,  1989;  Zucker,  1988;  Powell  &  DiMaggio,  1991),  the  formal  and 
substantive  explications  of  the  conceptual  framework  vary  tremendously.  What  binds 
these  divergent  treatments  together  is  their  emphasis  on  the  manner  in  which  organizations 
adopt  structures,  procedures,  or  ideas  based,  not  on  ‘efficiency’,  but  rather  on  external 
definitions  of  legitimacy.  This  focus  on  socially  constructed  definitions  of  legitimate 
structure  marks  a  radical  departure  from  the  domination  of  efficiency  and  instrumentality 
in  previous  macro-organization  theory.  What  is  critical  for  this  discussion  is  the  strong 
theme  in  institutional  theory  concerned  with  the  legitimation  of  new  knowledge  and  the 
manner  in  which  groups  of  organizations  become  isomorphic. 

Meyer  and  Rowan  (1977)  argue  that  “organizations  are  driven  to  incorporate  the 
practices  and  procedures  defined  by  prevailing  rationalized  concepts  of  organizational 
work  and  institutionalized  in  society”  (Meyer  and  Rowan,  1977:  340).  They  further  state 
that  organizations  do  so  “independent  of  the  immediate  efficacy  of  the  acquired  practices 
and  procedures”  (1977:  340).  The  environment  in  this  conceptualization  supplies  the 
organization  with  institutionalized  rules  or  “reciprocated  typifications”  (Meyer  and 
Rowan,  1977:  341).  These  rules  “define  new  organizing  situations,  redefine  existing  ones, 
and  specify  the  means  for  coping  rationally  with  each”  (Meyer  and  Rowan,  1977:  344). 
Rationality  here  is  used  in  the  sense  of  being  able  to  explain  one’s  actions  to  another  actor. 
To  accomplish  this,  a  firm  must  utilize  language  which  is  well  known  and  accepted. 
Drawing  on  “prevailing  rationalized  concepts”  implies  adopting  those  concepts  (terms, 
knowledge)  which  are  deeply  embedded  in  a  network  strongly  associated  with  a  particular 
organizational  form  or  purpose. 

DiMaggio  and  Powell  (1983)  elaborate  on  Meyer  and  Rowan’s  understanding  of 
rationality  by  delineating  its  structural  conditions  through  the  notions  of  “Institutional 
isomorphism  and  collective  rationality  in  organizational  fields”.  An  organizational,  or 
institutional,  field  consists  of  “those  organizations  that  in  aggregate  constitute  a  recog¬ 
nized  area  of  institutional  life:  key  suppliers,  resource  and  product  consumers,  regulatory 
agencies,  and  other  organizations  that  produce  similar  services  or  products”  (1983:  148)  . 
One  of  the  key  points  made  by  DiMaggio  and  Powell  is  that  the  result  of  structuration  is 
the  tendency  for  those  in  the  field  to  become  more  alike.  Despite  organizations  efforts  to 
change,  “after  a  certain  point  in  the  structuration  of  an  organizational  field,  the  aggregate 
effect  of  individual  change  is  to  lessen  the  diversity  within  the  field’  (DiMaggio  and 
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Powell,  1983:  149).  The  concept  applied  to  “this  process  of  homogenization”  is 
isomorphism.  Isomorphism  is  “a  constraining  process”,  which  forces  members  of  an 
institutional  field,  facing  similar  environmental  circumstances,  to  resemble  each  other 
(DiMaggio  and  Powell,  1983:  149). 

Institutional  theory  shifts  the  understanding  of  knowledge  away  from  common 
sense  notions  of  transparency  and  truth  (Weedon,  1987)  to  a  concern  for  its  social  and 
historical  accomplishment.  The  notions  of  institutionalized  rules  and  reciprocated 
typifications  describe  knowledge  that  is  actively  achieved:  rules  must  become 
institutionalized  through  action  over  time;  beliefs  must  become  typical  as  they  are 
reciprocated  among  a  network  of  actors.  An  institutional  approach  focuses  on  these 
processual  aspects  of  knowledge;  rules  are  enacted  not  divined..  Bringing  an  institutional 
approach  to  knowledge  back  to  an  understanding  of  competitive  situations  problematizes 
the  inevitability  of  competitive  attributes.  Whereas  Porter's  (1980)  understanding  of 
knowledge  is  in  terms  of  acquisition  and  protection  of  information,  the  institutional 
approach  emphasizes  the  construction  and  legitimation  of  social  rules.  Where  Porter 
looks  for  “market  signals”,  an  institutional  approach  problematizes  naive  interpretations  of 
“market”  and  “signal”,  and  the  industry”  which  make  them  meaningful. 

Institutional  knowledge  has  two  important  qualities  that  contrast  it  with  common 
sense  knowledge  and  competitive  attributes.  First,  it  is  constructed  and  maintained  at  a 
social  level.  Rather  than  being  a  cognitive  construct  residing  in  the  minds  of  individuals, 
knowledge  is  embodied  in  the  social  relationships  of  actors.  Institutional  knowledge 
cannot  be  understood  without  an  understanding  of  the  social  context  in  which  it  is 
enacted.  As  with  all  social  contexts,  the  institutions  and  networks  that  sustain  institutional 
knowledge  are  marked  by  asymmetrical  power  relations  among  the  actors  involved. 
Legitimated  rules  and  typified  practices  advantage  some  actors  and  disadvantage  others: 
their  effect  on  industry  relationships  and  resources  create  unbalanced  interdependencies; 
and,  innovators  who  are  associated  with  particular  practices  or  rules  gain  institutional 
status  as  leaders.  The  second  important  quality  of  institutional  knowledge  is  that  it  is 
processual;  institutional  knowledge  resides  in  social  relations,  but  it  is  restricted  to  active 
relationships.  The  legitimacy  of  rules  and  practices  is  dependent  on  their  continual 
reproduction  in  social  action.  An  implication  of  this  is  that  knowledge  is  not  fixed  and 
determined,  but  rather  the  subject  of  ongoing  formations  and  transformations  dependent 
on  the  stability  or  instability  of  the  social  relationships  in  which  it  resides.  The  ability  of 
actors’  to  influence  institutional  knowledge  is  dependent  on  their  industry  relationships, 
and  especially  their  power  relations. 

Institutional  knowledge  is  associated  with  disciplinary  power 

The  formation,  dissemination  and  legitimation  of  institutional  knowledge  are 
carried  out  by  interested  actors.  I  will  argue  that  whatever  stability  a  knowledge  set  might 
have  is  not  due  to  its  inherent  validity,  but  rather  to  the  sets  of  social  forces  by  which  it  is 
supported  and  constrained.  The  understanding  of  power  associated  with  competitive 
situations,  hinging  on  resources  and  industry  relationships,  seems  inadequate  to  an 
institutional  context:  a  resource-based  understanding  of  power  suggests  a  commodity  that 
can  be  held,  traded  and  acquired.  This  mode  of  power  can  not  easily  explain  the 
development  of  institutional  structures  or  processes  ot  legitimation. 
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In  Porter’s  (1980)  conception  of  industry,  the  relations  among  firms  are  primarily 
constituted  by  asymmetries  of  power.  Porter’s  description  of  industry  relationships 
implies  a  conception  of  power  which  is  best  described  as  either  “pluralist”  or  “liberal”  (c.f. 
Lukes,  1974,  where  these  views  of  power  are  labeled  One-dimensional  and  Two- 
dimensional,  respectively).  In  brief,  the  pluralist  conception  of  power  concentrates  on 
observable  behavior  in  identifying  power,  which  involves  the  studying  of  decision-making 
as  the  central  task.  Decisions  are  about  issues  in  areas  which  are  controversial  and  involve 
actual  conflict.  Conflict  is  between  preferences,  that  are  assumed  to  be  consciously  made, 
exhibited  in  actions,  and  thus  to  be  discovered  by  observing  people’s  behavior.  The  liberal 
conception  of  power  adds  nondecisions  to  the  study  of  decisions.  In  this  scheme,  power  is 
also  exercised  when  an  actor  devotes  his  or  her  energies  to  creating  or  reinforcing  social 
values  and  institutional  practices  that  limit  the  scope  of  the  political  process.  The  “liberal” 
conception  of  power  involves  both  decision  making  and  nondecision  making,  where  a 
decision  is  a  choice  among  alternative  modes  of  action,  and  a  nondecision  is  a  decision 
that  results  in  suppression  of  a  challenge  to  the  values  or  interests  of  the  decision-maker. 
The  role  of  knowledge  in  these  two  conceptions  of  power  is  just  what  Porter  describes: 
both  the  analysis  and  the  enactment  of  power  relations  hinge  on  the  acquisition  of,  and 
potentially  repression  of,  information.  Both  the  acquisition  and  repression  of  information 
as  strategies  for  enhancing  power  assume  that  there  is  a  stable  stock  of  information  to  be 
gained,  and  that  information  can  be  hoarded  and  utilized  incrementally,  as  one  would 
utilize  coal  or  manure.  The  operational  modes  of  these  strategies  are  analysis  and  secrecy; 
power  in  Porter’s  industrial  organization  model  is  partially  a  function  of  one’s  ability  to 
gather  intelligence  regarding  competitors’  activities  and  consumers’  desires. 

Lukes  (1974)  describes  a  third  view  of  power —  a  radical  view  —  as  a  critique 
and  extension  of  the  previous  two  models.  He  identifies  three  major  problems  with  the 
two-dimensional  view  of  power.  First,  it  is  too  closely  tied  to  a  behavioral  focus.  The 
one-  and  two-dimensional  models  employ  a  conception  of  power  which  is  dependent  on 
the  observable  behavior  of  individual  actors.  In  Porter’s  (1980)  model,  power  is  based  on 
resources  and  exercised  in  the  negotiations  among  industry  actors.  Critical  of  this 
behavioral  approach,  Lukes  argues  that  “the  bias  of  the  system  is  not  sustained  simply  by  a 
series  of  individually  chosen  acts,  but  also,  most  importantly,  by  the  socially  structured  and 
culturally  patterned  behavior  of  groups,  and  practices  of  institutions,  which  may  indeed  be 
manifested  by  individual’s  inaction”  (Lukes,  1974:  21-22).  Institutional  contexts  provide 
actors  with  cultural  patterns  and  institutionalized  practices  that  transmit  and  reproduce 
asymmetrical  power  relations  among  industry  actors.  Lukes  further  argues  that  the  ability 
of  some  actors  to  control  the  agenda  and  effectively  exclude  issues  from  the  decision 
making  arena  can  only  be  understood  in  terms  of  collective  arrangements.  Actors’  ability 
to  influence  institutional  rules  or  standards  of  any  complexity  would  be  facilitated  by 
coordinated  action.  For  example,  the  attributes  of  exchange  (e.g.,  firm-specitic  skills)  that 
structure  the  head  clerk’s  relationship  with  his  or  her  employer  might  be  more  easily 
altered  by  the  firm’s  management  acting  in  concert  or  by  coordinated  labor  action  than  by 
the  individual  head  clerk.  Hence,  Lukes’  radical  view  of  power  explicitly  considers  the 
role  of  collectivities  and  institutional  practices. 

Foucault  (1977)  extends  the  analysis  of  the  relationship  between  power  and 
institutions.  Foucault’s  genealogies  are  concerned  with  an  “insurrection  of  subjugated 
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knowledges”,  which  are  “those  blocks  of  historical  knowledge  which  were  present  but 
disguised  within  the  body  of  functionalist  and  systematizing  theory”  (Foucault,  1980: 
81-82).  These  analyses  suggest  that  power  is  inherent  in  the  development  and  structuring 
of  knowledge  and  the  institutions,  rules  and  practices  that  embody  knowledge.  Foucault’s 
conception  of  knowledge  here  is  consistent  with  the  notion  of  institutional  knowledge, 
inasmuch  as  both  are  concerned  with  the  social  accomplishment  of  knowledge  within 
specific  institutional  conditions.  Power  is  inherent  in  the  analysis  of  institutional 
conditions  and  the  production  of  knowledge  and,  as  Foucault  argues,  of  truth: 

“truth  isn’t  the  reward  of  free  spirits,  the  child  of  protracted  solitude,  nor  the 
privilege  of  those  who  have  succeeded  in  liberating  themselves.  Truth  is  a  thing  of 
this  world:  it  is  produced  only  by  virtue  of  multiple  forms  of  constraint.  And  it 
induces  regular  effects  of  power”  (Foucault,  1984:  72-73). 

A  critical  aspect  of  power  in  this  approach  is  its  decommodification.  Foucault 
argues  that  most  conceptions  of  power  are  ultimately  economistic.  Liberal  and  Marxist 
conceptualizations  of  power  both  fall  on  market  principles:  in  the  first  case,  “power  is 
taken  to  be  a  right,  which  one  is  able  to  possess  like  a  commodity  and  which  one  can  in 
consequence  transfer  or  alienate”  (1980:  88);  and  in  the  Marxist  case,  “power  is  conceived 
of  primarily  in  terms  of  the  role  it  plays  in  the  maintenance  simultaneously  of  the  relations 
of  production  and  of  a  class  domination  which  the  development  and  the  specific  forms  of 
production  have  rendered  possible”  (Foucault,  1980:  88-89).  In  contrast,  a  non-economic 
analysis  of  force  suggests  that  “power  is  neither  given,  nor  exchanged,  nor  recovered,  but 
only  exercised  and  that  it  only  exists  in  action”,  and  “power  is  not  primarily  the 
maintenance  and  reproduction  of  economic  relations,  but  is  above  all  a  relation  of  force” 
(Foucault,  1980:  89).  The  power  associated  with  an  institutional  context  is  of  the  non¬ 
economic,  decommodified  form.  Institutional  knowledge  is  powerful  to  the  extent  that  it 
is  acted  upon;  its  enactment  in  the  formation  of  industry  relationships  produces 
asymmetries  of  power  and  reproduces  its  own  institutional  legitimacy. 

Foucault  does  not  restrict  power  to  a  singular  expression  or  mode,  as  the  liberal 
and  Marxist  views  do.  He  conceptualizes  power  in  terms  of  a  multifarious  combination  of 
networks  and  actions,  to  be  understood: 

as  a  multiplicity  of  force  relations  immanent  in  the  sphere  in  which  they  operate  and 
which  constitute  their  own  organization;  as  the  process  which,  through  ceaseless 
struggles  and  confrontations,  transforms,  strengthens  or  reverses  them;  as  the 
support  which  these  force  relations  find  in  one  another,  thus  forming  a  chain  or  a 
system,  or  on  the  contrary,  the  disjunctions  and  contradictions  which  isolate  them 
from  one  another;  and  lastly,  as  the  strategics  in  which  they  take  effect  (Foucault, 

1990:  92). 

In  the  theoretical  framework  I  am  developing  here,  power  is  similarly  multifarious.  With 
respect  to  actors’  competitive  situations,  power  is  conceptualized  as  a  resource-based, 
commodified  phenomenon.  Where  the  criticality  of  resources  is  agreed  upon,  their  truth- 
value  established,  demands  based  on  resource  control  are  the  primary  exercise  of  power. 
However,  where  the  institutional  context  is  the  analytical  and  strategic  site,  power  is  better 
understood  in  terms  of  legitimation  processes  and  networks  of  Riles  and  practices. 


Theoretical  Framework 


30 


Institutional  contexts  are  powerful  inasmuch  as  their  legitimations  are  entrenched 
within  the  competitive  situations  of  actors.  It  is  the  penetration  of  contextual  rules  and 
practices  into  actors’  relationships,  identities,  resources  and  strategies  that  make  them 
powerful.  Without  this  engagement,  the  institutional  context  would  be  abstract  and 
powerless.  Institutional  knowledge  is  pragmatic;  it  provides  recipes  that  affect  action 
through  the  development  of  legitimated  forms:  organizational  structures,  systems,  and 
practices.  These  forms  are  meaningful  to  the  extent  that  they  are  enacted  by  individuals 
and  organizations.  The  relationship  between  institutional  knowledge  and  action  is 
associated  with  a  particular  form  of  power.  None  of  Lukes  (1974)  three  views  of  power 
fully  capture  the  dynamics  of  this  relationship.  Lukes’  (174)  ‘radical’  view  of  power 
describes  a  relationship  where  actors  exert  power  through  the  formation  of  institutions  and 
the  shaping  of  ‘interests’,  but  it  does  not  describe  the  ‘micro-structures’  of  power. 
Institutions  and  ‘interests’  must  infiltrate  actors’  everyday  situations  to  have  effect. 
Foucault  (1977)  conceptualizes  this  aspect  of  power  in  terms  of  ‘discipline’. 

Foucault  describes  ‘disciplinary  power’  as  “one  of  the  great  inventions  of 
bourgeois  society.  It  has  been  a  fundamental  instrument  in  the  constitution  of  industrial 
capitalism  and  of  the  type  of  society  that  is  its  accompaniment.’’  (Foucault,  1977:  105). 
Following  Bauman’s  (1982)  argument,  Clegg  (1989:  156)  argues  that  previous  to  the 
development  of  disciplinary  power,  historical  conditions  sustained  “a  power  which 
intervened  in  the  life  of  the  producer  only  on  occasion;  its  sole  function  was  to  assure  the 
periodical  transfer  of  the  product  of  labor  —  not  the  administration  of  labor  itself’ 
(Bauman,  1982:  40).  The  primary  act  of  power  was  the  systematic  occasional  transfer  of 
goods  from  the  peasant  to  the  landholder  or  feudal  lord.  With  the  advent  of  disciplinary 
power: 

Power  moved  from  the  distant  horizon  into  the  very  centre  of  everyday  life.  Its 
object,  previously  the  goods  possessed  or  produced  by  the  subject,  was  now  the 
subject  himself,  his  daily  rhythm,  his  time,  his  bodily  actions,  his  mode  of  life.  The 
power  reached  now  towards  the  body  and  the  soul  of  its  subjects.  It  wished  to 
regulate,  to  legislate,  to  tell  the  right  from  the  wrong,  the  norm  from  deviance,  the 
ought  from  the  is.  It  wanted  to  impose  one  ubiquitous  pattern  of  normality  and 
eliminate  everything  and  everybody  that  the  pattern  could  not  fit.  (Bauman,  1982: 

40) 

Power  is  continuously  in  play  in  modem  labor  relations;  for  contemporary  management, 
the  control  of  their  work  force  is  a  basic  function. 

In  the  theoretical  framework  being  developed  here,  institutional  contexts  effect  a 
disciplinary  form  of  power,  the  chief  function  of  which  is: 

to  ‘train’,  rather  than  to  select  and  levy;  or,  no  doubt  to  train  in  order  to  levy  and 
select  all  the  more.  It  docs  not  link  forces  together  in  order  to  reduce  them;  it  seeks 
to  bind  them  together  in  such  a  way  as  to  multiply  and  use  them.  (Foucault,  1977: 

170). 

In  contrast  to  the  repression  associated  with  Lukes’  (1974)  radical  view  of  power, 
disciplinary  power  can  be  productive  in  its  effects.  By  disciplining  actors  situations, 
institutional  contexts  enable  structured  competition  within  which  most  effort  is  extended 
toward  incrementally  ‘improving’  the  competitive  process. 
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Foucault  (1977)  describes  three  instruments  of  disciplinary  power  that  facilitate  the 
productive  process:  hierarchical  observation,  normalizing  judgment,  and  the  examination. 
Hierarchical  observation  is  described  in  terms  of  intense  continuous  surveillance;  as  large 
factories  developed,  it  became  “a  decisive  economic  operator  both  as  an  internal  part  of 
the  production  machinery  and  as  a  specific  mechanism  in  the  disciplinary  power” 

(Foucault,  1977:  175).  Surveillance  within  the  factories  associated  discipline  and 
production  through  a  standard  —  a  legitimated  system  of  practice.  Normalizing  judgment 
is  concerned  with  the  establishment  of  rules  such  that  they  “function  as  a  minimal 
threshold,  as  an  average  to  be  respected  or  as  an  optimum  towards  which  one  must  move” 
(Foucault,  1977:  183).  The  establishment  of  a  ‘normal’  allows  individuals  to  be 
differentiated  with  respect  to  their  proximity  to  it.  The  examination  “combines  the 
techniques  of  an  observing  hierarchy  and  those  of  a  normalizing  judgment.  It  is  a 
normalizing  gaze,  a  surveillance  that  makes  it  possible  to  qualify,  to  classify  and  to  punish” 
(Foucault,  1977:  184).  Institutional  contexts  provide  the  opportunity  for  these 
disciplinary  mechanisms:  actors  submit  themselves  to  a  system  within  which  they  are 
observed,  compared  and  evaluated. 

Competitive  attributes  are  associated  with  common  sense  knowledge  and 
resource-based  power.  Their  reconceptualization  in  terms  of  institutional  contexts  has 
shifted  our  understandings  to  an  institutional  knowledge  and  a  disciplinary  power. 

Whereas  common  sense  knowledge  is  transparent  and  transcendent,  institutional 
knowledge  is  historically  accomplished  and  socially  situated.  The  resource-based  view  of 
power  assumes  a  shared  understanding  of  the  criticality  of  particular  resources:  an 
historical  and  social  understanding  of  knowledge  undermines  that  assumption. 

Institutional  knowledge  is  accomplished  by  actors  in  relationships  and  through  action. 
Their  relationships  include  asymmetries  of  power  that  their  actions  either  reinforce  or 
resist.  The  resource-based  view  of  power  is  inadequate  to  understand  the  historical  and 
social  development  of  institutional  contexts;  the  criticality  of  resources  is  predicated  on 
the  legitimacy  of  institutional  rules  and  practices,  so  that  institutional  change  implicates 
some  other  mode  of  power.  Disciplinary  power  (Foucault,  1977)  is  effected  through  the 
infiltration  of  institutional  rules  and  practices  into  competitive  situations.  The  mechanisms 
of  disciplinary  power —  hierarchical  observation,  normalizing  judgment  and  the 
examination  —  link  institutional  context  and  competitive  situation.  Legitimate  rules  and 
practices  set  the  normal  and  provide  means  of  observation  and  testing.  The  next  section 
will  elaborate  the  structures  that  embody  institutional  knowledge  and  disciplinary  power. 

Institutional  structures:  rules,  standards  and  nodal  points 

Institutional  knowledge  is  socially  constructed  and  pragmatically  oriented.  Meyer 
and  Rowan  (1977)  highlight  the  pragmatic  element  in  their  discussion  of  rules  and 
typifications.  They  argue  that  organizations  draw  on  institutional  knowledge  in  order  to 
cope  with  external  demands.  Berger  and  Luckmann  (1977)  delineate  a  pragmatic, 
constructionist  approach  to  knowledge  which  provides  a  useful  elaboration  of  the 
processes  of  institutionalization. 

A  constructionist  perspective  on  knowledge  argues  that  the  properties  ot  language 
allow  the  accumulation  of  a  stock  of  knowledge  in  the  lorm  ot  a  variety  ot  semantic  fields 
(Berger  &  Luckmann,  1966).  Once  this  stock  of  knowledge  is  established,  they  argue  that 
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the  link  between  language  and  knowledge  implies  several  things  about  knowledge:  (1) 
everyday  life  is  dominated  by  the  pragmatic  motive,  and  therefore,  “recipe  knowledge” 
occupies  a  prominent  place  in  the  social  stock  of  knowledge;  (2)  “Although  the  social 
stock  of  knowledge  appresents  the  everyday  world  in  an  integrated  manner,  differentiated 
according  to  zones  of  familiarity  and  remoteness,  it  leaves  the  totality  of  that  world 
opaque”  (Berger  &  Luckmann,  1966:  59).  These  two  issues  will  be  dealt  with  in  turn. 

First,  the  pragmatic  motive  attributed  to  everyday  life  leads  actors  to  seek  out  knowledge 
that  will  help  them  get  through  their  everyday  problems.  I  argue  that  this  pragmatic 
knowledge  must  answer  two  questions:  ‘Where  can  I  go?’;  and,  ‘What  can  I  do?’.  The 
first  question  relates  to  the  institutional  boundaries  which  delimit  our  entry  into  particular 
forms  of  life,  to  rules  of  membership,  and  the  meanings  attached  to  that  membership. 

These  boundaries  might  be  based  on  culture,  race,  gender,  profession,  or  any  other 
divisive  category.  The  second  question  asks  what  the  standards  of  practice  are  within  an 
institutional  arena:  once  I  am  allowed  into  a  particular  form  of  life,  how  am  I  expected  to 
cope  with  its  uncertainties,  deal  with  the  other  actors  I  find  there,  produce  whatever 
tokens  of  value  and  meaning  that  are  demanded  of  me. 

The  second  of  Berger  and  Luckmann ’s  implications  —  that  as  particular  “zones  of 
reality  are  illuminated,  others  are  adumbrated”  (1966:  59)  —  suggests  that  actors  do  not 
simply  accumulate  greater  and  greater  stocks  of  recipe  knowledge  as  they  traverse 
different  institutional  sectors,  but  rather  that  they  also  lose,  forget,  and  are  kept  from 
stocks  of  knowledge  to  which  they  once  had  access.  This  also  suggests  that  there  may  be 
some  compensatory  function  associated  with  the  standards  and  rules  that  constitute  our 
pragmatic  knowledge  of  an  institutional  setting;  over  time  institutional  actors  may  sponsor 
various  answers  to  the  ‘who?’  and  ‘how?’  questions  posed  above,  but  these  answers  may 
challenge  extant  standards  and  rules  with  a  net  result  of  some  reformulation,  rather  than 
simple  addition.  Berger  and  Luckmann  (1966)  suggest  that  the  knowledge  to  which  an 
actor  will  pay  attention  is  dependent  on  the  relevance  to  her  or  his  life.  I  argue  here  that 
relevances  themselves  are  institutionally  structured  and,  to  some  extent,  beyond  the 
control  of  individual  actors.  They  may  sponsor  or  oppose  some  rule  of  membership  and 
meaning  based  on  what  they  see  as  relevant  or  meaningful,  but  their  actions  in  conjunction 
with  the  rule-challenging  actions  of  others  will  feed  back  into  their  framework  for  the 
evaluation  of  relevance. 

One  way  in  which  rules  of  membership  can  become  entrenched  is  in  the  formation 
of  networks  of  interested  parties.  Clegg  argues  that  it  is  in  these  networks  that  meanings 
are  fixed.  “Certain  fixtures  of  meaning  are  privileged,  certain  membership  categories  are 
aligned  with  these  meanings  and,  consequently,  a  specific  organizational  field...  is 
constructed”  (Clegg,  1989:225).  Rules  of  membership  define  institutional  fields  that 
include  actors  who  are  connected  through  some  form  of  direct  interaction  as  well  as  those 
who  are  structurally  equivalent  (DiMaggio  &  Powell,  1983).  DiMaggio  (1982,  cited  in 
DiMaggio  &  Powell,  1983:  148)  argues  that  institutional  membership  definition  consists  of 
four  parts: 
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an  increase  in  the  extent  of  interaction  among  organizations  in  the  field;  the 
emergence  of  sharply  defined  structures  of  organizational  domination  and  patterns  of 
coalition;  an  increase  in  the  information  load  with  which  organizations  in  a  field 
must  contend;  and  the  development  of  a  mutual  awareness  among  participants  in  a 
set  of  organizations  that  they  are  involved  in  a  common  enterprise. 

Interactions,  structures  of  domination,  and  information  shared  among  actors  engaged  in  a 
common  enterprise  are  organized  by  membership  rules  that  delineate  institutional 
boundaries  and  the  principles  of  differentiation  employed  within  those  boundaries. 

Douglas  (1970,  Douglas  &  Wildavsky,  1983)  delineates  a  two-dimensional 
categorization  of  membership  rules  that  distinguishes  between  “group”  and  “grid” 
dimensions.  The  first  dimension,  group,  refers  to  members’  experience  of  an  institution  as 
tightly  or  loosely  bounded  (Douglas,  1970:  57).  High  group  institutions  thus  have  strong, 
enduring  boundaries,  and  internal  group-based  forms  of  structuring,  such  as  differentiated 
hierarchy.  The  second  dimension,  grid,  refers  to  all  ego-centered  social  categories  used  to 
control  behavior  such  as  age  and  sex  (Douglas,  1970:  58).  High  grid  cultures  make 
extensive  differentiations  based  on  ego-centered  categories  and  use  these  for  purposes  of 
social  control.  As  a  group  of  actors  develops  institutional  membership  rules,  they  face 
increasing  differentiation  based  on  inclusion/exclusion  and  differentiation  within  their 
institutional  context. 

Standards  of  practice  structure  and  provide  guidelines,  norms  and  legal 
prescriptions  relating  to  how  practices  are  to  be  carried  out  within  some  determinate 
institutional  setting.  Clegg  (1989)  argues  that  these  standards  are  the  primary  source  for 
innovation  and  transformational  institutional  change.  Employing  the  concept  of  system 
integration  (Lockwood,  1964),  Clegg  suggests  that  the  manner  in  which  relations  are 
managed  at  a  distance  presents  the  most  vulnerable  point  of  institutional  control,  and 
hence  the  most  accessible  point  for  institutional  innovation. 

System  integration,  premised  on  disciplinary  techniques  of  production,  will  be  a 
potent  source  of  transformation  and  strain,  posing  new  conduits,  new  obligatory 
passage  points  which  extant  stabilizations  of  social  integration  may  find  difficult  to 
escape  or  resolve.  It  will  do  this  primarily  through  the  production  of  new 
organizational  forms,  as  Singh  et  al.  (1986)  argue.  (Clegg,  1989:  233) 

Standards  of  practice  include  the  disciplinary  technologies  described  by  Foucault  (1977): 
hierarchical  observation,  normalized  judgment  and  examinations  structure  action  within 
institutional  contexts. 

Hinings  and  Greenwood  (1988)  describe  a  reformulation  of  institutional  standards 
of  practice  in  which  these  disciplinary  technologies  were  key.  During  the  1960s  and  much 
more  prevalently  in  the  1970s,  British  local  governments  reformed  themselves  from 
‘heteronomous  professional  bureaucracies’  to  corporate  organizations.  The  critical, 
normalizing  judgment  was  the  preparation  of  a  report  by  the  British  central  government 
regarding  appropriate  organizational  form  for  local  government  that  "extolled  the  virtues 
of  corporate  planning  and  produced  organization  charts  depicting  corporate  organization 
structures”  (Hinings  &  Greenwood,  1988:  62).  Along  with  this  normalized  organizational 
form,  Hinings  and  Greenwood  (1988)  describe  a  system  of  hierarchical  observation  and 
examination  in  which  central  government,  centralized  institutions  ol  local  government,  and 
“leading  local  authorities”  disseminate  legitimated  understandings  of  ‘best  practice  to 
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local  government  organizations.  Furthermore,  central  government  is  capable  and 
historically  willing  to  enact  legislation  in  order  to  change  local  government  structure  and 
practice  when  faced  with  conflict  (Hinings  &  Greenwood,  1988:  68). 

Standards  of  practice  involve  both  productive  and  disciplinary  mechanisms.  Clegg 
(1989:  232)  argues  that  “the  two  concepts  of  discipline  and  production  are  inseparable: 
this  is  one  of  the  main  lessons  both  of  Foucault’s  concern  with  ‘disciplinary  power’  and 
the  whole  ‘labor  process’  perspective”.  As  ‘technical’  and  ‘social’  innovations  arise,  the 
standards  of  practice  in  affected  institutional  contexts  will  be  subject  to  revision  by 
institutional  entrepreneurs  who  see  the  opportunity  for  increased  advantage.  The 
strategies  utilized  by  these  entrepreneurs  will  be  examined  in  the  last  section  of  this 
chapter. 

From  the  rules  of  meaning  and  standards  of  practice  emerge  nodal  points. 

Borrowed  from  Laclau  and  Mouffe’s  (1985)  analysis  of  hegemony,  nodal  points  indicate 
“privileged  discursive  points  of...  partial  fixation”  (Laclau  &  Mouffe,  1985:  1 12).  Rules 
and  standards  are  interpreted  through  nodal  points  that  are  privileged  inasmuch  as  they  are 
drawn  upon  in  local  situations.  They  respond  to  the  inherent  indexicality  of  rules  and 
standards;  nodal  points  temporarily  fix  interpretations  of  institutional  rules  and  standards 
within  a  particular  competitive  situation.  Actors  draw  on  nodal  points  as  legitimate 
conditions  for  the  assembly  of  industry  relationships.  The  fixity  of  nodal  points  is  only 
ever  partial,  however,  as  actors  resist  and  contest  the  legitimated  interpretations.  Over 
time,  under  the  pressure  of  resistance  and  the  transformation  of  associated  rules  and 
standards,  the  power  of  particular  nodal  points  is  subject  to  change. 

Nodal  points  are  a  critical  element  in  the  articulation  of  an  institutional  context. 
Their  effect  is  to  fix  local  interpretations  of  rules  and  standards  that  are  infinitely  indexical. 
“The  practice  of  articulation,  therefore,  consists  in  the  construction  of  nodal  points  which 
partially  fix  meaning;  and  the  partial  character  of  this  fixation  proceeds  from  the  openness 
of  the  social”  (Laclau  &  Mouffe,  1985:  113).  Nodal  points  have  strategic  implications 
because  of  their  affect  on  competitive  situations.  To  gain  strategic  advantage, 
organizational  participants  must  “transform  their  point  of  connection  with  some  other 
agency  or  agencies  into  a  ‘necessary  nodal  point’:  this  would  be  a  channel  through  which 
traffic  between  them  occurs  on  terms  which  privilege  the  putative  strategic  agency” 

(Clegg,  1989:  199). 

...politics  is  about  the  articulation  of  meaning  in  forms  which  are  only  ever  partially 
fixed.  It  is  this  which  constitutes  hegemony.  Meaning  can  never  be  finally  fixed, 
according  to  post-structuralist  emphases  on  the  relational  quality  of  meaning, 
because  meaning  is  relational  and  so  it  can  never  be  wholly  stabilized.  In 
consequence,  the  impossibility  of  an  ultimate  fixity  of  meaning  implies  that  there 
have  to  be  partial  fixations;  otherwise,  the  very  flow  of  differences  would  be 
impossible.  Even  in  order  to  differ,  to  subvert  meaning,  there  has  to  be  a  meaning. 

(Clegg,  1989:  179) 

Brand  identities  in  consumer  markets  have  the  potential  to  act  as  one  form  of  nodal 
point.  Finns  attempt  through  the  establishment  of  brands  to  fix  consumers  interpretations 
of  the  rules  and  standards  that  surround  a  particular  market.  1  he  example  of  brands  as 
nodal  points  also  highlights  the  partial  character  of  nodal  points  and  their  strategic 
implications.  For  example,  Kleenex  brand  facial  tissues  represent  a  well  entrenched  nodal 
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point  that  provides  a  fixed  and  accessible  interpretation  of  the  intersecting  institutional 
contexts  of  personal  hygiene,  paper  products,  and  disposable  consumer  products.  The 
ubiquity  of  ‘Kleenex’  as  an  identifier  of  not  just  a  particular  product,  but  a  range  of 
products  by  varied  manufacturers  signals  the  power  of  Kleenex  as  a  nodal  point;  Kleenex 
is  understood  as  the  most  highly  legitimated  derivation.  However,  the  difficulty  of 
controlling  nodal  points  is  also  highlighted  by  the  Kleenex  example.  As  ‘Kleenex’  comes 
to  be  used  indiscriminately,  especially  in  popular  fiction,  its  manufacturer  loses  control  of 
its  associations.  Corporate  advertising  can  work  to  associate  a  brand  with  particular 
characteristics  and  social  attributes,  but  other  non-affiliated  authors  have  no  such  interest. 
Furthermore,  as  ‘Kleenex’  becomes  increasingly  ubiquitous  as  a  nonspecific  label  for  all 
facial  tissue,  Kimberly-Clark,  its  manufacturer,  faces  the  possibility  of  losing  its  copyright 
protection. 

Thus  far,  I  have  delineated  two  sets  of  concepts,  one  constituting  actors’ 
competitive  situations  and  the  other  constituting  their  institutional  context.  Figure  2.6 
illustrates  the  relationship  between  them  —  industry  relationships,  resources,  identities  and 
situational  strategies  within  the  context  of  rules  of  membership,  standards  of  practice  and 
nodal  points.  Rules,  standards  and  nodal  points  constitute  actors’  institutional  contexts. 
They  provide  the  competitive  attributes  upon  which  industry  relationships  are  negotiated. 
The  institutional  context  is  a  historically  and  socially  situated  phenomenon,  susceptible  to 
the  influence  of  actors  strategies  and  external  events.  The  institutional  context  is 
pragmatically  oriented;  rules  and  standards  delineate  appropriate  modes  of  behavior  in 
particular  institutional  contexts.  Standards  of  practice  serve  as  responses  to  actors’ 
uncertainties  regarding  how  particular  practices  are  to  be  performed.  Rules  of 
membership  delimit  institutional  spheres  with  respect  to  who  can  enter  and  what  that 
entrance  entails.  Nodal  points  localize  and  fix  those  rules  and  standards  through  their 
linkages  to  industry  relationships. 
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Figure  2.6:  Institutional  contexts  and  competitive  situations 


These  concepts  and  the  relationships  described  so  far  define  a  rather  static, 
structured  understanding  of  competition.  Institutional  contexts  seem  to  constrain  the 
possibilities  within  a  competitive  situation.  Actors  engage  in  situational  strategies  in  order 
to  adapt  to  or  influence  their  industry  relationships,  resources,  and  identities.  Missing 
from  this  description  is  the  possibility  of  institutional  transformation  through 
entrepreneurial  action.  In  the  final  section,  I  argue  that  it  is  institutional  entrepreneurs 
who  are  primarily  responsible  for  the  formulation  and  reformulation  of  institutional 
structures.  Institutional  entrepreneurs  marshal  resources  in  order  to  affect  not  only  their 
immediate  competitive  situation  but  their  institutional  contexts  as  well. 


INSTITUTIONAL  STRATEGIES 

Competitive  situations  and  institutional  contexts  are  joined  by  the  impact  of  rules, 
standards  and  nodal  points  on  industry  relationships  and  by  the  strategies  of  institutional 
actors.  The  first  aim  of  this  study  is  to  develop  a  theoretical  framework  for  the  analysis  of 
institutional  entrepreneurship.  Thus  far,  I  have  argued  that  actors  are  engaged  in 
situational  strategies  in  attempts  to  gain  control  of  situationally  relevant  resources  and  that 
institutional  contexts  impact  those  situations  through  the  legitimation  of  membership  rules 
and  practice  standards  that  shape  industry  relationships.  In  this  section  I  will  examine  the 
situational-institutional  link  through  actors’  strategies.  I  argue  that  those  actors  who  enact 
such  links  are  acting  as  institutional  entrepreneurs,  attempting  to  shape  and  reshape  their 
institutional  context. 
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In  Figure  2.7, 1  separate  actors’  strategies  into  two  potential  types:  situational  and 
institutional.  Situational  strategies  focus  on  “plays  in  the  game”  (Alford  and  Friedland, 
1985)  —  actions  which  are  essentially  reactive  to  the  economic,  social  and  technological 
context  of  their  own  industry,  actions  which  are  an  attempt  to  fit  into  a,  more  or  less, 
predefined  role  in  the  industry.  These  strategies  are  represented  by  the  leftward  arrows 
from  Strategies  to  Identities  and  Resources;  they  play  on  the  already  understood  identities 
and  resources  of  the  industry,  treating  these  as  commodities  which  can  be  leveraged, 
bought  and  sold.  Attaining  industry  leadership  through  this  approach  would  consist  of 
analyzing  the  conditions  of  exchange  and  moving  into  the  position  which  is  most 
privileged  by  those  conditions.  In  contrast,  institutional  strategies  are  attempts  by  agents 
to  change  the  nature  of  competition  in  their  industry,  either  through  its  rules  of 
membership,  or  through  its  standards  of  practice. 


Figure  2.7:  Institutional  Strategies 


Membership 

Strategies 


Standardization 

Strategies 


Membership  strategies 

DiMaggio  and  Powell  argue  that  normative  pressures  “stem  primarily  from 
professionalization”  (DiMaggio  &  Powell,  1983:  152).  Considered  more  broadly,  the 
empirical  phenomenon  of  professionalization  is  a  member  of  a  larger  set  of  strategies 
which  deal  with  issues  of  membership  and  meaning  in  collectivities.  These  strategies  rest 
on  the  power  implicit  in  group  membership;  the  question  of  Who  belongs?  is  handcuffed 
to  issues  of  legitimacy,  knowledge,  association,  and  responsibility. 

Membership  strategies  involve  the  definition  of  rules  of  membership  and  its 
meaning  for  an  institutional  community.  Where  extant  rules  of  membership  and  meaning 
are  traded  upon  to  gain  leverage  vis  a  vis  some  other  agent,  coercive  processes  and 
obligation  strategies  are  in  play.  It  is  where  these  rules  themselves  are  considered 
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problematic  that  membership  strategies  are  possible.  Membership  strategies  involve  the 
definition  of  rules  which  delineate  the  exclusionary  boundaries  of  institutional  membership 
and  the  space  within  which  members  can  operate.  It  may  serve  agents  to  restrict  the 
membership  of  their  institution  if  legitimacy  and  surplus  value  are  somehow  positively 
related  to  the  exclusivity  of  an  elite.  This  is  the  case  in  the  professional  class  in  which 
power  is  manifested  in  the  difference  between  educated,  skilled  professionals  and 
uneducated,  unskilled  non-professionals.  At  the  same  time  it  may  ‘pay’  members  of  the 
professional  class  to  expand  the  space  within  which  their  expertise  is  considered 
legitimate.  The  effects  of  power  might  be  translatable  into  new  situations  and  settings 
where  previously  the  difference  between  professional  and  non-professional  was  not  a 
structuring  element. 

Rules  of  membership  can  be  either  explicit,  as  in  a  professional  body,  or  implicit,  as 
in  a  historically  circumscribed  supply  network.  In  a  professionalized  context,  the  members 
of  that  profession  are  largely  responsible  for  their  own  admission  and  expulsion.  Through 
regulated  classes  and  entrance  exams,  and  codes  of  ethics  and  tribunals,  the  profession 
works  to  maintain  its  exclusivity.  In  conjunction  with  the  erection  of  barriers,  the 
professions  make  attempts  to  define  the  meaning  of  membership:  the  authority, 
responsibility,  and  especially  expertise  with  which  its  members  are  attributed.  To  speak  of 
an  undifferentiated  profession,  however,  is  misleading;  the  rules  of  membership  are  often 
contested  by  those  both  within  and  outside  the  professional  boundaries.  These  agents 
engage  in  open  disputes  and  covert  tactics  which  are  aimed  at  redefining  either  the 
membership  or  meaning  of  the  profession.  Similarly,  in  non-professionalized  industries, 
the  constitution  of  membership  is  often  contested.  For  example,  Apple’s  advertisements 
suggesting  that  you  “make  your  next  DOS  computer  an  Apple”  were  clearly  attempts  at 
redefining  themselves  into  the  normal  set  of  DOS  computer  manufacturers.  Similarly, 
when  IBM  first  introduced  its  PS/2  line  of  micro-computers,  it  suggested  that  they  would 
be  able  to  take  advantage  of  certain  features  of  OS/2  (the  newly  introduced  operating 
system)  which  others  would  not.  In  this  case,  IBM  was  attempting  to  both  re-draw 
industry  boundaries  and  redefine  the  meanings  attached  to  those  boundaries. 

Critical  resources  in  these  cases  revolve  around  institutional  leadership  and  the 
control  of  information.  Where  standardization  strategies  demand  leadership  in  technical 
and  legal  areas,  it  is  leadership  of  the  institution  which  is  essential  to  membership 
strategies.  In  a  professional  context,  this  leadership  might  take  the  form  of  dominance  in 
the  professional  body.  In  an  industrial  context,  it  might  mean  informal  leadership  amongst 
competitors.  In  either  case,  leadership  must  be  accompanied  by  control  of  information 
which  is  definitive  of  the  institutional  setting.  Influence  over  professional  bodies,  trade 
associations,  government  regulators,  consumer  interest  groups,  and  other  consumer 
channels  through  the  dissemination  of  information  is  at  the  heart  of  membership  strategies. 
The  implementation  of  cultural  or  administrative  definitions  of  membership  relies  on  the 
legitimacy  of  the  implementor  vis  a  vis  those  same  definitions. 

The  settings  in  which  membership  strategies  might  be  successful  are  those  in  which 
the  level  of  structuration  is  low  or  where  the  putative  agent  may  be  able  to  fracture  the 
structures  in  place  through  intra-systemic  challenge;  rules  ot  membership  are  open  to 
contestation  and  redefinition  where  there  has  been  some  erosion  or  breakage  in  the 
institutional  cement.  In  a  professional  context,  rules  of  membership  might  be  disrupted  by 
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an  external  technical  innovation  such  as  pension  reform  or  by  a  contest  among 
professional  groups,  such  as  the  ongoing  battle  over  the  legitimacy  of  midwifery. 
Similarly,  in  a  non-professional  context,  the  emergence  of  standardized  personal 
computers  and  software,  and  a  growing  population  of  computer-literates  has  allowed  the 
development  of  computer  supermarkets  and  highly  developed  mail-order  channel.  These 
computer  supermarkets  and  mail-order  houses  have  effectively  redefined  the  membership 
of  ‘computer  retailers’  and  the  associated  meanings  (prices,  margins,  level  of  service). 
Although  it  could  be  argued  that  these  new  delivery  channels  have  created  a  separate 
institutional  sphere  as  opposed  to  redefining  an  extant  one,  they  have  effected  every 
computer  retailer  with  respect  to  institutional  meaning;  all  computer  prices  have  fallen 
because  of  their  presence  (witness  IBM’s  and  Compaq’s  recent  entrances  into  mail-order 
personal  computers). 

Table  2.4  provides  some  examples  of  membership  strategies  and  summarizes  their 
linkages  with  resources,  identity  and  institutional  structures. 


Table  2.4 

Membership  strategies  and  their  interaction  with  other  concepts 

Examples 

Resource 

requirements 

Identity  impacts 

Institutional  context 

Define  institutional 
membership  and 
meaning.''...  there  is  the 
possibility  of  dividing 
those  who  arc  relatively 
unexcited  about  the 
passive-smoking  issues 
from  antismoking  zealots, 
by  portraying  these  zealots 
as  people  with  an 
unreasonable  fear  of 
cigarette  smoking"  (Miles 
&  Cameron,  1982:  221). 
Diffuse  institutional 
effects. 

Co-opt  publics. 

Access  to  membership 
definitions. 

Control  of 

institutional 

knowledges. 

Identity:  strategies  will 
attempt  to  maintain  or 
increase  identity  1  action! 
rules  of  membership 
consistency. 

Image:  institutional 
leader;  provider  of 
institutional 
information. 

Low  level  of 
structuration. 

Or,  group  and/or 
grid  rules  are  open 
to  redefinition. 

Membership  strategies  which  are  successful  will  not  only  redefine  the  institutional 
rules  of  membership,  but  those  newly  defined  rules  will  work  to  privilege  the  active  agent. 
Membership  strategies  are  more  precarious  than  are  obligation  efforts  because  of  the 
greater  potential  intrusion  of  unintended  consequences.  The  reproduction  of  institutional 
leadership  and  communication  is  dependent  on  the  notions  of  institutions  and  leadership 
which  shape  our  industrial  context. 
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Standardization  strategies 

Standardization  strategies  are  concerned  with  the  establishment  of  technical  or 
legal  standards  which  define  the  ‘normal’  processes  involved  in  the  production  of  some 
good  or  service.  This  is  directly  analogous  to  the  process  of  mimetic  isomorphism  which 
is  attributable  to  standardized  responses  to  uncertainty.  DiMaggio  (1988)  posits  this  as 
one  of  the  central  contributors  to  the  role  of  agency  in  institutional  isomorphism.  Agents’ 
need  for  certainty  and  predictability  in  their  engagements  leads  them  to  adopt  the  technical 
and  legal  answers  implicitly  or  explicitly  prescribed  by  leading  agents  in  the  field.  This 
strategy  is  about  the  institutionalization  of  practices  —  the  assignment  of  value  to  those 
practices  beyond  their  technical  value  (Selznick,  1957).  It  is  distinctly  not  about  agents 
adopting  practices  which  are  already  normatively  sanctioned  in  order  to  legitimate  their 
own  existence.  It  is  about  the  movement  of  practices  from  the  realm  of  technical 
rationality  to  that  of  substantive,  or  institutional  rationality.  Obligation  strategies  trade  on 
the  already  legitimated  practices,  while  standardization  strategies  deal  with  problematic 
instances  of  legitimate  practice.  Agents  will  find  it  in  their  best  interest  to  work  to 
legitimate  the  practices  which  they  are  most  expert  at  or  have  the  most  control  over. 

Resources  for  standardization  involve  the  image  of  the  agent  in  the  institutional 
field  and  the  agent’s  expertise  in  technical  and  legal  matters.  DiMaggio  and  Powell  (1983) 
argue  that  it  is  the  “leading  organizations”  in  an  institutional  field  to  which  the  others  turn 
in  times  of  uncertainty.  However,  this  role  is  not  a  given;  leadership  is  not  a 
predetermined  standing  condition  which  is  external  to  the  negotiations  and  actions  within 
the  field  —  it  is  a  contested  position.  Leadership  is  only  meaningful  in  the  presence  of  a 
following,  which  in  a  competitive  environment  will  be  resistant  and  contentious. 

However,  the  mimetic  tendencies  of  agents  will  tend  to  stabilize  those  leader-follower 
relationships  and  reproduce  the  social  order  in  which  they  emerge. 

To  institutionalize  practice,  leadership  is  necessary  in  particular  modes:  technical 
and  legal.  Technical  leadership  provides  follower  agents  with  ready-made  answers  to 
technical  problems.  More  importantly  it  provides  the  ‘consumers’  of  technical  solutions 
with  templates  against  which  the  solutions  of  their  supplying  agent  can  be  compared.  The 
struggle  for  the  establishment  of  that  legitimated  technical  solution  is  the  essence  of  a 
standardization  strategy  and  is  dependent  upon  technical  leadership,  either  independent  or 
in  concert  with  some  consortium  of  allied  agents.  Winning  the  hearts  and  minds  of 
consumers  through  establishing  the  legitimacy  of  a  practice  (or  product  or  service)  relies 
on  the  recognition  of  technical  leadership.  A  more  direct  approach  is  through  the 
establishment  of  some  practice  as  required  by  law.  Patents,  bylaws,  zoning  and  safety 
regulations,  and  environmental  impact  assessments  can  all  be  conduits  for  the  legal 
legitimation  and  prescription  of  certain  practices  and  the  proscription  ol  others. 

Standardization  strategies  involve  the  definition  of  practices  which  are  considered 
‘normal’;  the  activities  associated  with  any  institutional  field  undergo  a  process  of 
legitimation  which  sanctions  their  use  and  reifies  their  utility.  A  setting  in  which  this 
strategy  would  be  fostered  would  be  one  in  which  the  technical,  technological,  or  legal 
definitions  of  ‘good  practice’  were  contested.  Contestation  might  be  the  result  of  some 
external  event,  an  internal  innovation  or  an  agential  challenge,  but  in  any  case,  the  net 
effect  of  that  disturbance  is  determined  by  the  power  plays  of  the  agents  involved.  In 
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these  situations,  interest  groups  vie  for  the  establishment  and  legitimation  of  their  own 
specific  practical  definitions. 

The  British  local  government  reforms  described  by  Hinings  and  Greenwood  (1988) 
are  an  example  of  a  standardization  strategy:  the  British  central  government  sponsored  the 
legitimation  and  dissemination  of  a  particular  organization  form  through  a  network  of 
connected  organizations  and  a  disciplinary  program.  In  this  case,  the  central  government 
standardized  the  corporate  organizational  form  based  on  its  control  of  information  flows 
through  central  institutions  of  local  government  and  leading  local  authorities.  The 
institutionalization  process  here  relied  upon  local  governments’  need  for  certainty  and 
predictability,  especially  with  respect  to  their  relationship  with  central  government. 
However,  the  actions  of  local  governments  in  their  adoption  of  the  corporate  form  do  not 
constitute  a  standardization  strategy  —  they  were  merely  complying  with  institutional 
norms  and  mandates,  and  hence  were  engaged  in  an  obligation  strategy.  It  was  the  British 
central  government  that  acted  as  an  institutional  entrepreneur  in  this  case. 


Table  2.5  provides  some  examples  of  standardization  strategies  and  summarizes 
the  linkages  between  standardization  and  resources,  identity  and  institutional  structures. 


Table  2.5 

Standardization  strategies  and  their  interaction  with  other  concepts 

Examples 

Resource  requirements 

Identity 

Institutional  contexts 

Technological 

leadership. 

Co-opting  key  buyers. 
Regulation  and  patents. 
Definition  of  critical 
product  attributes 
through  advertising  and 
drama. 

The  introduction  by  IBM 
of  its  PC  in  1982  was 
critically  important  for 
the  whole  of  the 
microcomputer  industry 
as  it  provided  legitimacy 
for  the  industry  as  a 
whole  and  resolved 
critical  attribute 
dilemmas  for  buyers. 
Though  not  ‘technically’ 
advanced,  its  power  was 
embedded  in  its 
standardization  of  the 
stuff  of  the 

microcomputer  industry. 

Broadly-based  control  of 
product  information. 

Skill  in  dealing  with 
techno-legalistic  issues. 

Identity:  strategies 
will  attempt  to 
maintain  or  increase 
identity!  action! 
rules  of  membership 
consistency. 

Image:  technical 
leader,  brand/market 
leader. 

Low  level  of 
structuration. 

Products,  services,  or 
technologies  which  are 
technologically 
fragmented  or  in 
technological 
transition. 

Successful  standardization  strategies  involve  the  establishment  and  legitimation  ol 
new  normal  practice  for  some  institutional  sector.  I  he  technical  or  legal  sedimentation  ot 
some  practice  in  time/space  functions  to  aid  in  the  structuration  oi  an  institutional  field. 
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However,  the  success  of  standardization  strategies  can  be  considered  at  two  levels.  First, 
there  is  the  question  of  whether  the  putative  practice  has  indeed  become  institutionalized 
as  normal.  This  deals  with  the  direct  effect  of  the  strategic  action.  Second,  if  the  practice 
has  been  normalized,  there  is  the  question  of  whether  the  manner  in  which  it  has  been 
legitimated  has  indeed  privileged  the  sponsoring  agency.  The  strong  possibility  of 
unintended  consequences  is  the  force  behind  the  second  issue.  Although  an  agency  may 
have  successfully  established  some  practice  as  rule,  the  interpretation  of  that  rule  in  the 
context  of  many  agents  vying  for  privileges  is  indeterminate.  Like  an  endogenous  shock 
or  a  systemic  innovation,  the  efforts  of  an  agent  to  re-order  institutional  practice  may  yield 
surprising  results.  A  well  publicized  example  of  this  phenomena  is  the  establishment  by 
IBM  of  their  first  Personal  Computer.  In  forging  a  legitimate  standard  based  on  an  open 
and  public  system  design,  they  opened  the  door  for  the  establishment  of  a  whole  rival 
industry  making  ‘clone’  machines. 

If  both  conditions  are  met  —  legitimation  and  intended  consequences,  more  or  less 
—  then  the  transformation  of  institutional  rules  should  doubly  privilege  the  active  agent. 
First,  the  establishment  of  normal  practice  based  on  the  agent’s  intended  template  should 
position  that  agent  in  a  favorable  position  in  terms  of  the  opportunity  for  obligation 
strategies.  The  definition  of  critical  resources,  including  legitimate  expertise,  will  be 
partially  based  on  the  practices  which  the  agent  has  sponsored.  Second,  successful 
establishment  of  a  standardized  practice  reproduces  the  bases  on  which  the  standard  was 
set.  Whether  it  was  technical  leadership,  legal  acumen,  or  co-optation  of  key  clients,  the 
establishment  of  one  standard  re-casts  the  agent  as  a  ‘standard  bearer’  for  the  next 
opportunity.  What  this  highlights  is  the  deeply  embedded  nature  of  social  process.  The 
framework  developed  here  is  recursive;  the  relations,  actors,  strategies,  rules  and  nodal 
points  can  be  conceptualized  as  existing  within  a  larger,  more  generalized  framework  of 
those  same  constructs  and  tendencies.  Drawing  on  technical  leadership  in  order  to 
construct  a  standardization  strategy  in  an  unsettled  technical  environment  assumes  a  more 
settled  context  from  which  notions  of  ‘technical’  and  ‘leadership’  emerge.  This  does  not 
suggest  the  possibility  of  a  meta-framework,  but  merely  the  necessity  of  multiple 
existential  webs  of  power/knowledge  relations  which  legitimate,  reify  and  ultimately 
transform  each  other. 


CHAPTER  SUMMARY 

The  intention  of  this  chapter  was  to  delineate  a  theoretical  framework  that  would 
enable  research  into  the  strategies  of  institutional  entrepreneurs.  The  theoretical 
framework  is  structured  around  a  division  between  actors’  immediate  competitive 
situations  and  their  institutional  contexts.  I  argue  that  most  actors  are  primarily  concerned 
with  managing  their  competitive  situations.  Evidence  from  economic  strategy  research 
(Porter,  1980;  Rumelt,  1972;  Williiamson,  1975,  1985),  population  ecology  (Brittain  & 
Freeman,  1980),  and  resource  dependence  (Salancik,  1979)  suggests  that  the  actors’ 
competitive  situations  shape  their  behaviors  and  the  consequences  they  face.  The  first 
‘half’  of  this  chapter  was  devoted  to  the  delineation  of  a  set  of  concepts  —  industry 
relationships,  resources,  identities  and  obligation  strategies  —  and  linkages  among  them 
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that  are  intended  to  capture  these  immediate  concerns  and  facilitate  their  empirical 
examination. 

The  conceptual  development  of  competitive  situations  draws  primarily  on 
theoretical  foundations  that  are  underpinned  by  common  sense  accounts  of  knowledge  and 
commodified  understandings  of  power  (Porter,  1980,  1985;  Williamson,  1975,  1985; 
Pfeffer  &  Salancik,  1978;  Peteraf,  1993).  In  contrast,  the  delineation  of  institutional 
structures  and  strategies  rests  on  a  shift  toward  processual  understandings  of  knowledge 
and  power.  I  argue  that  institutional  theory  (Meyer  &  Rowan,  1977;  DiMaggio  &  Powell, 
1983)  provides  an  implicit  examination  of  the  social  accomplishment  of  a  knowledge  that 
is  located  in  the  action  generated  among  sets  of  actors  rather  than  in  the  structures  of  their 
individual  cognitions.  Associated  with  institutional  knowledge  is  a  form  of  power  that 
binds  institutional  structures  to  actors’  competitive  situations  and  actions.  Disciplinary 
power  (Foucault,  1977)  provides  a  set  of  technologies  —  hierarchical  observation, 
normalized  judgment,  examination  —  that  infiltrate  the  routine  activities  of  individuals  and 
organizations  and  ensure  their  compliance  with  institutional  prescriptions.  Institutional 
knowledge  and  disciplinary  power  combine  in  the  development  of  institutional  standards 
of  practice,  rules  of  membership  and  nodal  points. 

Finally,  I  suggested  a  pair  of  strategies  that  institutional  entrepreneurs  might 
employ  in  their  attempts  to  challenge  or  maintain  their  context.  I  differentiated  these 
institutional  strategies  from  competitive  obligation  strategies  by  their  focus  on  the 
institutional  context  and  their  reliance  on  institutionally  oriented  resources  including  an 
actors’  image.  Standardization  strategies  are  directed  at  institutional  standards  of  practice. 
They  describe  actors’  attempts  at  legitimating  or  delegitimating  particular  practices, 
structures  or  systems.  Similarly,  membership  strategies  are  directed  at  institutional  rules 
of  membership  with  the  intention  of  forming  or  reforming  institutional  boundaries, 
associated  entrance  requirements  and  modes  of  differentiation  among  institutional 
participants. 


RESEARCH  QUESTIONS 

Although  the  constellations  of  analytical  categories  described  above  could  lead  to 
the  formation  of  specific  testable  hypotheses,  I  will  not  do  that  here  because  what  I  have 
attempted  to  describe  is  a  speculative,  exploratory  framework  for  investigating  the 
possibility  of  institutional  agency  and  entrepreneurship.  This  framework  is  not  intended  as 
a  rigidly  testable  model  with  explicitly  defined  manifest  variables.  Rather,  I  will  use  it  as 
an  analytical  guide  to  aid  in  the  examination  of  industry  structures  and  change.  So,  its  test 
will  be  in  the  form  of  a  general  assessment  of  its  utility  in  that  examination  and  an 
assessment  of  its  specific  parts  —  the  rules-  and  standards-based  context,  the  concept  of 
nodal  points,  competitive  situations,  and  situational  and  institutional  strategies. 
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Chapter  Three :  Methodology 


BACKGROUND  TO  THE  STUDY 

This  chapter  describes  my  attempt  to  accomplish  the  second  objective  of  this 
study:  the  utilization  of  the  theoretical  framework  in  an  empirical  examination  of 
institutional  entrepreneurs  in  emerging  industries.  Because  institutional  entrepreneurs  are 
concerned  with  controlling  their  competitive  situation  through  strategies  aimed  at  their 
institutional  context,  the  empirical  research  will  examine  an  industry  within  which  the 
institutional  context  is  important  and  visible.  I  justify  this  departure  from  a  Popperian 
strategy  of  searching  for  falsifying  evidence  based  on  the  exploratory  and  tentative  nature 
of  the  theoretical  framework  I  have  proposed  (Glaser  &  Strauss,  1967;  Eisenhardt,  1989). 

The  theoretical  specification  here  is  sufficiently  broad  as  to  allow  for  the 
generation  of  both  substantive  and  formal  theoretical  insights  grounded  in  the  empirical 
data  (Glaser  &  Strauss,  1967).  Furthermore,  I  chose  these  sites  based  on  theoretical 
sampling  (Glaser  &  Strauss,  1967;  Strauss,  1987;  Gephart,  forthcoming)  in  order  to 
illustrate  more  general  properties  of  industries  regarding  the  relationship  among 
institutional  entrepreneurs,  their  competitive  situations  and  their  institutional  contexts. 
Theoretical  sampling  suggests  choosing  data  which  might  exhibit  the  characteristics  in 
which  the  researcher  is  interested  (Strauss,  1987:  16-21). 

I  might  have  chosen  a  less  obviously  encouraging  empirical  site,  but  as  Foucault 
commented  regarding  his  examination  of  psychiatry, 

if,  concerning  a  science  like  theoretical  physics  or  organic  chemistry,  one  poses  the 
problem  of  its  relationship  with  the  political  and  economic  structures  of  society,  isn’t 
one  posing  an  excessively  complicated  question?  (Foucault,  1984:  51). 

Similarly,  although  I  argue  that  institutional  entrepreneurship  is  a  generalizable 
phenomenon  proceeding  in  an  array  of  industrial  settings,  including  construction, 
pharmaceuticals  and  aerospace  the  complexity  and  inaccessibility  of  the  institutional 
structures  and  strategies  might  make  them  prohibitively  challenging  research  sites. 

Professional  services  trade  on  their  exclusivity  (rules  of  membership)  and 
regulation  (standards  of  practice):  professions,  such  as  the  law,  medicine  and  accountancy, 
establish  membership  boundaries  based  on  coursework,  examinations,  and  experience  that 
exclude  most  people;  and,  they  are  associated  with  systems  of  practice  that  are  both 
professionally  legitimated  and  often  govemmentally  sanctioned.  The  management  of  these 
rules  and  standards  is  officially  assigned  to  a  professional  body,  such  as  the  Canadian 
Medical  Association,  the  Bar  Association,  or  the  Canadian  Institute  of  Chartered 
Accountants,  but  these  rules  are  of  interest  to  all  professionals;  the  forms  of  exclusion  and 
regulation  mandated  by  a  professional  body  will  affect  the  power  and  incomes  of  its 
members.  Consequently,  I  expect  individual  professionals  and  professional  firms  to  act  as 
institutional  entrepreneurs  —  to  engage  in  institutional  strategies  aimed  at  reforming  their 
institutional  contexts. 
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This  study  will  examine  the  development  of  two  services  in  Alberta  professional 
accounting:  forensic  accounting  and  environmental  audit.  Professional  accounting  as 
delineated  by  the  boundaries  of  the  Chartered  Accountant  designation  and  the  partnerships 
of  CAs  which  constitute  the  industry  has  been  experiencing  significant  changes  over  the 
past  two  decades.  The  wave  of  industrial  mergers  in  the  1980s  reduced  the  potential 
market  for  audit  services;  as  two  client  firms  merge,  they  consolidate  their  accounting 
practices  and  eliminate  the  necessity  for  one  of  the  merged  firm's  external  auditors.  And 
because  of  economies  of  scale  and  other  gained  efficiencies,  the  overall  size  of  the  audit 
requirement  decreases.  As  well,  significant  recessions  in  1982  and  1990  have  made  audit 
clients  more  cost  sensitive,  a  factor  which  has  been  exacerbated  by  cost-based  competition 
among  the  CA  firms.  Furthermore,  the  technology  of  audit  has  been  developing  to  such 
an  extent  that  it  is  at  the  point  removing  the  professional  expertise  required  and  turning 
audit  into  a  commodity  (Beaver,  1986).  This  degradation  of  the  CA  industry's  most 
important  source  of  earnings  and  identity  has  opened  a  space  for  entrepreneurial 
accountants  to  work  to  expand  the  traditional  conceptions  of  professional  accounting  to 
include  several  new  services.  This  is  not  to  imply  that  professional  accounting  previously 
included  only  a  unitary,  homogeneous  set  of  practices;  such  services  as  taxation 
consulting,  insolvency,  owner-manager  financial  consulting  are  all  important,  established 
elements  of  many  large  and  small  CA  firms.  Indeed,  the  relative  importance  of  audit 
services  varies  greatly  and  is  influenced  by  firm  size.  However,  the  contemporaneous 
development  of  several  new  services  within  accountancy  provides  the  opportunity  to 
examine  the  development  of  new  industries  that  share  a  great  deal  of  their  institutional 
contexts.  Forensic  accounting  and  environmental  audit  are  both  impacted  by  the  rules, 
standards  and  nodal  points  that  are  associated  with  Chartered  Accountancy  in  Alberta. 


DATA  COLLECTION 

At  the  beginning  of  this  project’s  empirical  component,  I  delineated  a  research 
design  in  which  I  would  investigate  the  new  services  offered  by  a  stratified,  random 
sample  of  Alberta  CA  firms.  I  felt  that  an  examination  of  a  broad  cross-section  of 
entrepreneurial  activities  would  reveal  patterns  of  activity  which  lead  to  successful  and 
unsuccessful  new  service  introduction  attempts.  After  only  a  few  interviews  with 
randomly  selected  accountants,  however,  I  realized  that  the  patterns  of  innovation  and 
entrepreneurship  were  not  distributed  randomly  among  the  firms.  I  reasoned  that  it  I  had 
continued  on  based  on  my  original  design,  I  would  likely  have  developed  a  data  set  with 
very  little  variance,  and  even  less  meaning  and  utility. 

What  were  revealed  in  those  early  interviews  were  patterns  of  innovation  and 
adoption  which  were  historical,  contingent,  circumstantial,  and  negotiated.  1  he 
emergence  of  new  services  seemed  to  involve  a  community  of  accountants,  clients, 
competitors  and  regulatory  bodies  all  working  to  develop  an  understanding  ot  the  nature 
of  the  new  service.  Furthermore,  the  development  ol  such  an  understanding  involved  not 
only  interpretive  and  communicative  action,  but  also  persuasion,  coercion  and 
manipulation  on  the  part  of  the  agents  involved.  Continuation  ol  a  randomly  selected 
sample  would  have  been  to  ignore  the  concentration  of  institutional  entrepreneurship 
among  a  subset  of  CAs  whose  actions  and  ‘reputations  were  well  known  in  the 
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accounting  community.  This  realization  necessitated  a  shift  in  the  unit  of  analysis,  away 
from  new  service  introduction  attempts  to  new  industries  within  Alberta  professional 
accounting  —  forensic  accounting  and  environmental  audit  are  the  units  of  analysis. 


Streams  of  innovation 

At  this  point  in  the  project,  I  revisited  the  theoretical  framework,  which  is 
described  in  Chapter  Two,  and  found  that  my  newly  developed  description  of  new  service 
dynamics  was  much  more  consistent  with  the  spirit  and  tone  of  the  theoretical  framework 
than  was  the  original  design;  images  of  historically  constituted  communities  of  agents, 
practices  and  standards  resonated  in  both  the  theory  and  the  accountants'  descriptions  of 
their  professional  worlds.  The  end  result  of  this  confusing  exploration  was  my  decision  to 
examine  the  recent  histories  of  two  ‘streams’  of  new  services;  forensic  accounting  and 
environmental  audit.  These  two  services  were  chosen  because  of  their  theoretical 
appropriateness,  convenience  in  terms  of  availability  of  active  local  professionals,  and  my 
own  personal  interest  in  the  areas. 

The  theoretical  appropriateness  of  environmental  audit  and  forensic  accounting  is 
based  on  the  differences  between  them  and  traditional  accounting  services,  especially 
audit.  In  order  to  understand  these  differences,  an  analytical  framework  was  borrowed 
from  Williamson  (1979)  which  was  used  to  separate  the  services  according  to  their 
associated  specificity  and  uncertainty.  Although  the  focus  of  transaction  cost  analysis  is 
the  size  and  boundaries  of  firms,  its  analysis  lends  considerable  insight  into  the  nature  of 
relationships  between  firms  as  well.  Transaction  cost  economics  postulates  that  the 
uncertainty,  specificity  and  frequency  of  an  activity  jointly  affect  the  efficiencies  associated 
with  various  contractual  and  governance  arrangements.  These  concepts  will  not  be  dealt 
with  in  detail  here:  the  notion  of  specificity  and  its  organizational  effects  have  been 
examined  in  some  detail  in  Chapter  Two;  the  notion  of  uncertainty  is  well  established  in 
the  organizational  and  strategic  literatures  (e.g.,  Lawrence  &  Lorsch,  1967);  and,  the 
notion  of  frequency  is  consistent  with  its  common-sense  understanding,  relating  events 
within  a  temporal  space.  As  each  of  these  attributes  gains  strength,  classical  contractual 
arrangements  become  more  problematic  because  of  potential  ex-post  disputes; 
consequently,  a  strong,  positive  combination  of  these  attributes  favors  intra-organizational 
solutions  (Williamson,  1979:  1 10;  Mosakowski,  1991:  1 16).  Table  3.1  categorizes  the 
accounting  services  under  examination  along  with  some  other  representative  services, 
including  the  most  traditional  services  of  audit  and  corporate  tax.  None  of  these  services 


Table  3.1 

Exchange  Idiosyncrasies  of  Accounting  Services 

Low  specificity 

High  specificity 

1 1 i uncertainty 

Personal  financial  planning 

Environmental  audit 
Forensic  accounting 

Low  uncertainty 

Audit 

Corporate  tax 

It  should  be  stressed  here  that  this  analysis  was  carried  out  alter  only  a  few 
interviews  and  was  largely  based  on  those  few  interviews  and  the  background  knowledge 
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of  myself  and  my  supervisor.  The  rationale  for  this  exercise  was  to  develop  an  a  priori  set 
of  understandings  as  to  why  the  organization  and  strategies  associated  with  these  services 
might  be  different  from  those  associated  with  audit  and  to  develop  a  sensitivity  to  those 
potential  differences. 

With  the  two  streams  of  new  services  chosen  and  some  theoretical  understanding 
of  their  relationships,  I  decided  on  a  methodological  approach  which  would  mirror  the 
historical  process  through  which  new  services  seemed  to  develop.  If  the  emergence  of 
services  was  earned  out  by  agents  who  together  began  the  formation  of  a  community  of 
imperfectly  shared  understandings  about  who  they  were  and  what  they  were  doing,  then  I 
w'ould  attempt  to  retrace  a  few  of  the  threads  which  constitute  the  current  web  of 
understandings. 

Interviews 

Sampling 

The  primary  data  collection  for  this  study  was  the  administration  of  semi- 
structured  interviews.  The  content  of  these  interviews  will  be  described  in  a  subsequent 
section.  The  pattern  of  interviews  was  effected  as  a  two-stage  process.  First,  before 
reconstructing  the  research  design  I  had  made  contact  with  one  key  informant  in  the 
forensic  accounting  area.  He  provided  a  set  of  suggested  contacts  in  Edmonton,  Calgary 
and  Toronto.  Immediately  following  the  redesign,  I  made  contact  with  an  individual  at  the 
Alberta  Institute  of  Chartered  Accountants,  where  I  was  provided  with  another  set  of 
suggested  contacts  in  both  forensic  accounting  and  environmental  audit.  These  two  sets 
of  contacts  were  utilized  to  obtain  my  first  set  of  interviews. 

Interviewees  for  the  second  stage  of  sampling  were  drawn  from  the  first 
interviewees  comments  and  suggestions.  These  names  were  elicited  through  a  series  of 
questions  throughout  each  interview.  For  each  interviewee,  I  inquired  about  their 
competitors  and  clients,  the  influential  people  and  organizations  in  their  field,  and  their 
own  personal  network.  Competitor  and  client  names  were  solicited  to  gain  an 
understanding  of  their  competitive  situations.  These  actors  represent  their  most  immediate 
competitive  concerns.  The  ‘influential’  people  and  organizations  were  solicited  because  of 
the  institutional  focus  of  this  research;  I  believed  that  those  actors  who  were  generally 
considered  influential  would  be  those  who  would  be  engaged  in  institutional  strategies 
based  on  their  leadership  positions.  My  solicitation  of  personal  networks  was  based  upon 
my  a  priori  belief  that  the  stream  of  innovations  that  constituted  the  industry  development 
would  be  linked,  at  least  partially,  by  personal  affiliations  among  the  innovators  and 
institutional  entrepreneurs.  Based  on  the  names  provided,  I  developed  a  database  of 
potential  contacts  which  I  prioritized  based  on  their  overlap  with  already  interviewed 
individuals  and  their  centrality,  as  indicated  by  the  number  of  interviewees  who  mentioned 
them,  and  importance,  as  indicated  by  the  comments  of  the  interviewees.  At  the  end  of 
the  interviewing  phase,  I  had  developed  a  potential  database  of  67  contacts,  ol  which  I 
interviewed  34  —  17  that  related  to  the  environmental  audit  area,  and  22  that  related  to 
forensic  accounting  (5  were  ‘crossovers’  that  related  to  both  areas).  The  5  interviewees 
that  related  to  both  areas  were  all  CAs.  The  environmental  audit  interviews  also  included 
7  other  CAs,  2  lawyers,  2  industry  environmental  specialists,  and  1  environmental  activist. 
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The  forensic  accounting  interviews  also  included  9  other  CAs,  3  lawyers,  2  economists,  2 
law  enforcement  officers,  and  1  actuary. 

Lincoln  and  Guba  (1985)  refer  to  this  approach  as  “purposive  sampling”,  with 
which  they  associate  four  main  characteristics: 

(1)  Emergent  sampling  design.  There  can  be  no  a  priori  specification  of  the  sample; 
it  cannot  be  “drawn”  in  advance... 

(2)  Serial  selection  of  sample  units...  Each  successive  unit  can  be  chosen  to  extend 
information  already  obtained,  to  obtain  other  information  that  contrasts  with  it,  or  to 
fill  in  gaps  in  the  information  obtained  so  far... 

(3)  Continuous  adjustment  or  “focusing”  of  the  sample.  ...as  insights  and 
information  accumulate  and  the  investigator  begins  to  develop  working  hypotheses 
about  the  situation,  the  sample  may  be  refined  to  focus  more  particularly  on  those 
units  that  seem  most  relevant. 

(4)  Selection  to  the  point  of  redundancy.  ...In  purposeful  sampling  the  size  of  the 
sample  is  determined  by  information  considerations. 

(Lincoln  &  Guba,  1985:  201-202) 

This  approach  to  sampling  is  in  contrast  to  a  random  or  random-stratified 
approach  where  the  subjects  are  chosen  not  to  illuminate  particular  contextual  impacts  as 
is  done  here,  but  rather  to  ‘control’  for  the  effect  of  context  by  an  averaging  process  that 
relies  on  objective  frequentist  assumptions.  In  my  sampling,  I  strove  for  a 
representativeness  that  reflected  the  ‘variance’,  rather  than  the  ‘means’.  For  instance,  in 
making  time  and  resource  induced  tradeoffs,  I  chose  to  interview  from  a  broader  range  of 
professions,  rather  than  a  greater  number  of  CAs.  In  my  investigation  of  forensic 
accounting,  this  led  me  to  talk  to  lawyers,  accountants,  actuaries  and  software  consultants 
as  well  as  professional  accountants.  The  environmental  audit  interviews  included  CAs, 
lawyers,  environmental  activists,  industry  environmental  specialists,  and  consultants.  Far 
from  being  a  ‘convenience’  sample,  the  final  group  of  subjects  necessitated  interviews  in 
Edmonton,  Calgary,  and  Rocky  Mountain  House  in  Alberta,  and  Toronto  and  Oakville  in 
Ontario. 

Interview  content 

The  interviews  were  conducted  in  a  semi- structured  manner.  The  questions  posed 
were  a  combination  of  generic  questions  asked  of  all  interviewees,  questions  pre-tailored 
to  the  individual  or  profession,  and  interactive  questions  and  comments  based  on  the 
dialogue  within  the  interview  itself.  The  generic  questions  were  used  principally  to  initiate 
the  interview  and  consequently  focused  on  the  interviewees'  backgrounds  and  their  firms’ 
moves  into  the  area  of  interest.  Following  these  questions,  most  questions  were 
interactive  responses  to  comments  by  the  interviewees.  The  interviews  had  another 
element  of  structure  in  that  although  1  did  not  necessarily  ask  specific  questions  regarding 
particular  aspects  of  the  theoretical  model,  I  did  have  list  of  the  issues  that  I  wanted  to 
cover  off  and  ensured  that  these  were  discussed  either  directly  as  a  result  of  a  question,  or 
more  often  as  a  part  of  a  more  general  conversation.  The  specific  elements  that  I  tried  to 
cover  were:  strategies  utilized,  especially  specific  activities  that  might  have  an  effect  on 
contextual  rules  and  standards;  resources  employed,  including  people,  money,  skills,  and 
organizational  and  institutional  resources;  institutional  context,  including  standards  ol 
practice,  rules  of  membership,  nodal  points,  and  relationships  with  clients  and  competitors. 
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At  the  time  of  the  interviews,  the  notion  of  identity  was  not  yet  incorporated  into  the 
theoretical  framework  and  was  not,  therefore,  explicitly  included  in  the  questioning. 

The  interviews  averaged  approximately  one  hour  in  length,  with  a  range  of  30 
minutes  to  slightly  over  two  hours.  All  but  one  of  the  interviews  took  place  at  the 
interviewee’s  workplace,  with  some  occurring  in  their  personal  offices  and  others  in 
boardrooms  and  meeting  rooms.  The  only  significant  difference  between  the  personal 
office  interviews  and  other  locations  was  the  ability  of  interviewees  to  more  easily  access 
documentary  material  for  reference  and  for  my  collection.  All  but  four  of  the  interviews 
were  tape-recorded.  One  of  those  not-recorded  was  because  of  the  interviewee’s  request; 
one  was  due  to  technical  problems  with  the  tape-recorder,  one  was  impossible  because  of 
location  (in  a  noisy  bar);  and,  the  fourth  was  not  recorded  because  I  had  incorrectly 
assumed  that  it  would  be  short  and  uninformative,  and  had  therefore  not  bothered  with  the 
tape-recording  equipment. 

Other  data  sources 

Along  with  the  interviews,  documentary  data  was  also  collected.  This  included: 
organizational  documents  such  as  brochures  and  organizational  charts;  individuals’ 
curriculum  vitae;  and,  conference  materials,  including  articles,  overheads,  and  cases.  At 
each  interview,  I  requested  any  documents  that  might  help  to  explain  either  the  current 
position  or  the  history  of  the  individual  and  the  firm  with  respect  to  the  service  area.  The 
most  common  response  by  CAs  to  this  request  was  one  or  more  promotional  brochures 
and  their  curriculum  vitae.  Two  secondary  documents  were  of  special  utility  regarding 
environmental  audit:  a  CICA  Research  Report  on  Environmental  Audit  and  the  Role  of 
the  Accounting  Profession ;  and,  a  University  of  Calgary  Master’s  degree  project  on 
Environmental  Audit:  Principles  and  Applications. 

A  third  data  collection  strategy  involved  participant  observation  at  The  First 
Canadian  Fraud  Symposium ,  which  was  organized  by  The  Canadian  Region  of  the 
National  Association  of  Certified  Fraud  Examiners.  This  two-day  conference  attracted 
almost  all  of  the  Toronto-based  forensic  accountants  and  a  large  selection  of  their 
potential  clients  from  industry  and  government.  The  two  days  included  several  speakers 
drawn  from  the  local  forensic  accounting  community,  law  enforcement,  and  a  U.S. 
investigative  training  agency.  It  also  included  small  group  discussions  of  ‘cases’  as  a 
training  exercise. 


DATA  ANALYSIS 


Interview  data  analysis 

The  analytical  approach  taken  with  respect  to  the  interview  data  has  much  in 
common  with  “constant  comparative  analysis”  (Glaser  and  Strauss,  1967) ,  with  a  few 
significant  modifications  to  the  original  procedure.  Glaser  and  Strauss  (1967)  describe  a 
four-stage  process  which  I  will  use  to  anchor  the  description  ot  my  analysis: 
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(1)  comparing  incidents  applicable  to  each  category, 

(2)  integrating  categories  and  their  properties, 

(3)  delimiting  the  theory,  and 

(4)  writing  the  theory. 


(Glaser  &  Strauss,  1967:  105) 


My  approach  began  with  the  transcription  of  all  of  the  tape-recorded  interviews. 

Of  the  32  taped  interviews,  I  transcribed  5  and  the  rest  were  done  by  a  professional  typist. 
All  of  the  professionally  transcribed  were  verified  for  errors  and  omissions  by  myself. 

Once  verified,  each  of  the  transcripts  was  organized  into  text  segments  based  on  their 
content  and  length;  each  of  my  questions  or  comments  to  the  interviewees  began  a  new 
segment,  and  their  correspondent  answer  might  constitute  the  rest  of  the  segment,  or  that 
answer  might  be  split  over  two  or  more  segments  dependent  on  its  length  and  the  number 
of  issues  it  addressed.  The  goal  in  organizing  the  transcripts  was  to  develop  a  set  of 
segments  each  of  which  could  easily  be  read  as  a  unit  and  seemed  to  be  internally 
coherent,  at  least  with  respect  to  topic  if  not  substance.  Figure  3.1  provides  two  examples 
of  text  segments.  The  first  is  a  question-response  combination  and  the  second  is  a  part  of 
an  interviewee’s  response. 

Figure  3.1:  Examples  of  text  segments 

RD-12:  TL:  Has  the  kind  of  evidence  been 
used  the  way  it  is  presented  and  the  kind  of 
experts  changed? 

RD :  Its  becoming  more  sophisticated,  I  think  as  a 

general  statement--all  professions  are  becoming 
more  sophisticated. 

IN-18:  You  have  to  be  careful.  People  will 
throw  the  terms  around  --  'litigation  accounting' , 
'forensic  accounting'  --  some  will  use  it 
interchangeably.  Some  will  argue  that  it  is  the 
same  thing  and  it  isn't.  The  forensic  deals  more 
with  the  files  that  have  an  element  of  fraud  or 
really  an  investigative  element.  It  might  be  a 
civil  fraud  for  example.  Or  an  insurance  fraud. 

Whereas  a  litigation  is  more  of  the  civil  matters  - 
-  shareholders'  disputes,  valuation  of  companies. 


The  verified  and  organized  transcripts  were  converted  to  a  format  that  could  be 
‘read’  by  a  micro-computer  database  program  —  Lotus  Agenda.  I  his  program  was 
selected  as  the  primary  analytical  tool  because  of  the  consistency  of  its  structure  and 
metaphor  with  that  of  constant  comparative  analysis  and  because  ot  my  familiarity  with  it. 
Because  this  program  is  not  well  known  as  a  qualitative  methodology  tool,  I  will  describe 
in  some  detail  its  operation  and  its  impact  on  my  analysis.  An  Agenda  database  consists 
of  items,  categories,  views ,  and  notes.  When  imported  into  Agenda,  each  segment  of 
transcript  becomes  an  item.  As  the  transcript  segments  are  read  into  Agenda,  they  are 
broken  into  items  and  notes:  the  first  line  of  the  segment  becomes  the  item  and  the  rest  of 
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the  segment  becomes  a  note  attached  to  that  item.  Figure  3.2  illustrates  an  Agenda  view 
of  items  attached  to  the  category  Person.  Figure  3.3.  is  a  note  that  is  attached  to  the 
highlighted  item  in  3.2. 

Figure  3.2:  Item  View  in  Lotus  Agenda 


Agenda 

C:\HIND0US\DATA\DISSMNTERVIW\6-AGENDA\ENVIR0N 
Person  . .  •  -  :  •  .  ......  :• 


04/04/9 3  8:40pm 


TC:  Just  to.  start  out ^  what  I  am  rea 

It  so  ' 


Person-01. 
Person-02. 
Person-03. 
Person-04. 
Person-05. 
Person- 06. 
Person-07. 
Person-08. 
Person-89. 

Person- 11. 

Person- 12. 
Person- 13. 
Person- 14. 
Person-15. 
Person- 16. 
Person- 17. 
Person- 18. 
Person- 19. 
Person-20. 
Person-21. 
Person-22. 
Person-23. 
Person-24. 
Person-25. 
Person-26. 
Person-27. 


I  became 


e  that 
,  I  think  the  way 


jrt  of  became  an  Issue 

From  the  firm  perspective,  _  . . .  _ 

And  they  have,  our  manasement  consulting 
I  think  what  it  is  is  really  an  extension 
The  comprehensive  or  operational  audit 
So,  this  comprehensive  auditing  has  really 
It  s  a  very  much  more,  comprehensive  type 
A  prime  example  [of  the  need  for  due 

“ .  .  1353 


t  can  i nvo 


Any  type  of  an  environmental  audi t ,  using 
hie  know  what  it  is  that  an  environmental 
So  that's  kind  of  where  I  think  it’s 
TL:  Has  that  been  done  at  all? 

TL:  Bo  you  know  if  anyone  else  has,  any 
From  talking  to  the  accountants  in  our 
TL:  What  was  the  reaction  from  the 
As  I  told  you,  1  approached  a  client  I 
And  when  this  first  came  out,  it  was  as  a 
So  the  whole  thing  has  kind  of  been  a  bit 
TL:  What  was  the  package  he  was  trying  to 
TL:  Is  there  anything  going  on  with  tne 
TL:  There’s  an  issue  of  legitmacy  when 
A  lot  of  the  chores  that  have  to  be  done 
TL:  The  one  client  you  talked  about  they 
I  didn't  really  try  to  do  a  hard  sell  on 
TL:  Is  there  anybody  in  either  Toronto  or 


raranra 


~4ao^Ta  I  Scare 


MR 


Lee  t  1  -  Cop 
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Figure  3.3:  Note  Screen  in  Lotus  Agenda 


Items  are  attached  to  categories.  For  example,  each  of  my  interviewees’  names 
was  established  as  a  category,  and  so  when  the  transcripts  were  imported  into  Agenda 
they  were  automatically  attached  to  that  category  (e.g.  as  Person’s  transcript  was 
imported  into  Agenda,  each  of  the  items  that  together  constituted  the  transcript  was 
attached  to  the  category  ‘Person’).  Each  item  could  be  attached  to  more  than  one 
category  and  each  category  could  in  turn  be  attached  to  more  than  one  item.  The 
categories  are  arranged  in  an  hierarchical  format;  some  categories  act  as  the  ‘parents’  of 
other  categories.  For  example,  all  of  the  individual  interviewees  were  the  ‘children’  of 
particular  professions,  such  as  accountant  or  lawyer,  which  were  in  turn  the  children  of  the 
interviewees  category.  Figure  3.4  illustrates  the  Category  Manager  and  some  of  the  final 
theoretical  categories  developed  in  the  analysis  of  environmental  audit.  Notice  that  under 
each  of  the  broad  theoretical  categories  described  in  Chapter  Two  there  are  substantive 
categories  grounded  in  the  language  of  the  interviewees. 
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Figure  3.4:  Category  Manager  Screen  in  Lotus  Agenda 


Category  development 

Initially  the  categories  loaded  into  the  Agenda  databases  reflected  the 
interviewees’  names  and  professions,  and  the  theoretical  categories  described  in  Chapter 
Two  —  rules  of  membership,  standards  of  practice,  nodal  points,  industry  relationships, 
identities,  resources,  obligation  strategies,  standardization  strategies,  and  membership 
strategies.  1  then  began  a  process  of  generating  categories  and  attaching  them  to  items. 
Spradley  (1979)  has  suggested  a  set  of  potential  semantic  relationships  for  items  and 
categories,  where  X  is  an  item  and  Y  is  a  category: 
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•  strict  inclusion  —  X  is  a  kind  of  Y. 

•  spatial  —  X  is  a  place  in  Y,  X  is  a  part  of  Y. 

•  cause-effect  —  X  is  a  result  of  Y,  X  is  a  cause  of  Y. 

•  rationale  —  X  is  a  reason  for  doing  Y. 

•  location  for  action  —  X  is  a  place  for  doing  Y. 

•  function  —  X  is  used  for  Y. 

•  means-end  —  X  is  a  way  to  do  Y. 

•  sequence  —  X  is  a  step  (stage)  in  Y. 

•  attribution  —  X  is  an  attribute  (characteristic)  of  Y. 

(Spradley,  1979:  111,  quoted  in  Lincoln  &  Guba,  1985:  340) 

My  first  attempt  at  generating  categories  for  each  database  involved  reading  each 
item  (582  items  in  the  case  of  environmental  audit;  820  items  in  the  case  of  forensic 
accounting),  and  developing  categories  based  on  the  language  of  the  interviewees  and  its 
interaction  with  the  a  priori  categories  I  had  already  developed.  Although  I  was  unaware 
of  Spradley’s  (1979)  set  of  semantic  relationships  at  the  time,  my  development  of 
categories  and  attachment  of  items  was  largely  consistent  with  that  set. 

My  theoretical  point  of  departure  is  the  framework  developed  in  Chapter  Two,  and 
this  framework  specifies  in  some  detail  the  concepts  and  relationships  which  guide  my 
analysis.  With  this  framework  in  mind,  and  in  fact  in  sight1, 1  categorized  each  ‘segment’ 
of  interview  transcript  (typically,  but  not  always  one  question  and  answer)  according  to 
the  theoretical  categories  within  the  framework  where  it  seemed  appropriate,  and  much 
more  often  by  generating  a  category  for  which  the  label  was  a  product  of  the  interviewee’s 
language.  In  the  first  run  through  the  forensic  database  of  22  interviews,  I  generated  a 
total  of  219  categories,  approximately  one  half  of  which  I  had  assigned  as  subcategories  of 
the  theoretical  categories2. 

I  developed  categories  for  which  there  was  some  form  of  semantic  relationship, 
either  with  the  item  or  such  that  the  category  described  the  item  and  stood  in  some  other 
type  of  semantic  relation  to  an  a  priori  category.  A  typical  instance  would  be  where  an 
interviewee  described  a  critical  resource  for  success  in  their  area  —  based  on  that 
description,  I  would  develop  a  category,  ‘client  network’  for  example,  as  a  child  of  an 
extant  category,  ‘resources’  in  this  case.  The  process  was  iterative  in  that  I  went  back  and 
forth  between  reading  transcript  items,  developing  categories,  and  re-reading  sections 
from  my  theoretical  chapters.  It  was  also  recursive  in  that  as  I  progressed  through  the 
transcript  items,  I  would  develop  categories  for  which  I  realized  previous  items  should  be 
attached.  At  this  point  I  would  go  back  to  the  items  that  I  remembered  as  being  salient  to 
this  category  and  attach  them. 

In  the  remainder  of  this  section,  I  will  discuss  the  development  of  categories  and 
items  for  each  of  the  theoretical  concepts  developed  in  Chapter  Two.  I  he  structure  of 
this  discussion  may  suggest  that  the  analysis  of  each  theoretical  category  was  done 
sequentially  and  independently  of  the  others  —  this  was  not  the  case;  the  generation  of  all 


'i  had  the  diagram  of  the  model  within  my  peripheral  vision  as  1  went  through  the  initial  categorizing  ol 
chunks  and  quoting  from  them  into  the  Chapter. 

2 The  environmental  audit  data  was  analyzed  first,  before  I  thought  to  keep  track  ol  these  numbers. 


Methodology 


55 


of  the  categories  and  assignment  of  items  was  done  initially  simultaneously  and  eventually 
in  a  recursive  fashion  with  each  step  informing  the  next. 

Rules  of  membership 

The  everyday  lives  of  institutional  actors  are  dominated  by  pragmatic  concerns  as 
individuals  and  organizations  work  to  understand  the  practical  demands  made  on  them  by 
other  actors.  Rules  of  membership  are  drawn  upon  by  actors  as  a  pragmatic  resource  in 
their  attempts  to  understand  or  delineate  institutional  boundaries.  The  analysis  of 
membership  rules  followed  the  theoretical  dimensions  of  group/grid  analysis  (Douglas, 
1970). 

‘Grid’  refers  to  all  ego-centered  social  categories  used  to  control  behavior 
(Douglas,  1970:  58)  such  as  age  and  sex.  Douglas  (1970)  argues  that  high  ‘grid’  cultures 
make  extensive  differentiations  based  on  ego-centered  categories  and  use  these  for 
purposes  of  social  control.  Ego-centered  categories  include  age  and  sex,  but  also  include 
possession  of  education,  and  personal  experience.  Rules  of  membership  premised  on 
‘grid’  elements  connect  the  institutional  context  to  actors’  identities;  many  diverse 
institutional  boundaries  are  premised  on  such  categories  as  age  (drinking  establishments, 
military  service),  sex  (restricted  clubs,  certain  occupations),  and  education  (professions), 
and  these  same  categories  are  drawn  on  by  actors  in  the  establishment  of  their  own 
identities  (Ashforth  &  Mael,  1989). 

‘Group’  refers  to  members'  experience  of  a  group  as  tightly  or  loosely  bounded 
(Douglas,  1970:  57).  In  this  analysis,  I  interpreted  the  ‘group’  dimension  in  terms  of 
membership  processes  —  the  bounding  of  groups,  whether  tightly  or  loosely.  For 
example,  the  term  ‘community’  describes  aspects  of  the  membership  processes  associated 
with  forensic  accounting:  strong  informal  relationships,  privileging  of  word-of-mouth 
information,  and  a  strong  positive  value  attachment  to  membership. 

The  third  category  of  membership  rule  is  concerned  with  the  meanings  and 
privileges  attached  to  institutional  membership.  For  instance,  individuals  who  hold  a 
professional  designation  are  granted  exclusive  rights  to  engage  in  particular  acts  by 
governmental  authority:  doctors  practicing  medicine;  lawyers  practicing  law.  There  are 
also  less  formally  derived  meanings,  often  in  the  form  of  stereotypes:  accountants  are 
boring;  lawyers  are  devious.  Examining  the  interview  data  for  rules  of  membership 
involved  combing  through  it  for  references  to  grid-based  divisions,  group  processes  and 
membership  meanings. 

The  most  common  semantic  relationships  between  the  items  and  the  grid,  group 
and  meaning  categories  are  “strict  inclusion”  and  "attribution”.  Strict  inclusion  indicates 
that  the  item  was  considered  to  be  an  example  of  the  category.  This  was  the  form  of 
relationship  I  began  searching  for  when  first  reading  the  interview  transcripts  and  it 
remained  dominant  throughout  the  analysis.  Because  of  the  empirical  sites,  professional 
accounting  services,  professional  designations  were  an  important  instance  of  grid-based 
divisions.  For  example,  “...to  be  in  the  game  today  in  what  we’re  doing,  you  pretty  much 
have  to  pick  up  your  CBV,  Chartered  Business  Valuator’s  ticket...”  (IN).  An  attribution 
relationship  refers  to  items  describing  categories.  I  his  semantic  relationship  typifies  the 
items  that  are  concerned  with  ‘group’  processes,  the  bounding  of  groups.  Descriptions  ol 
‘group’  processes  were  often  in  response  to  questions  regarding  how  new  participants 
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entered  the  industry’  or  ‘how  competitors  became  better  established’.  For  example,  in  the 
analysis  of  forensic  accounting,  membership  processes  were  associated  with  ‘word  of 
mouth’  communication. 

Initially,  the  categorization  process  focused  on  building  up  categories  and 
attaching  them  as  children  to  the  a  priori  theoretical  categories.  Once  I  had  gone  through 
all  of  the  data  I  also  began  to  combine  and  drop  categories.  The  theoretical  categories 
concerned  with  institutional  structure  (standards  of  practice,  rules  of  membership  and 
nodal  points)  and  institutional  strategies  (standardization  and  membership)  were 
particularly  subject  to  a  great  deal  of  adding,  combining  and  dropping  categories.  The 
theoretical  development  of  these  categories  was  more  speculative  and  exploratory  than 
that  associated  with  the  situational  categories;  competitive  situations  have  been  the  focus 
of  a  great  deal  more  theoretical  and  empirical  examination  and  so  there  was  a  substantially 
more  concrete  foundation  to  draw  on  in  their  delineation.  Distinguishing  empirically 
between  standards  of  practice  and  rules  of  membership,  and  nodal  points  was  especially 
difficult.  This  distinction  will  be  elaborated  in  more  detail  in  the  following  sub-sections. 

Standards  of  practice 

Standards  of  practice  provide  more  pragmatic  knowledge  to  institutional  actors. 
They  structure  practices  and  provide  guidelines,  norms  and  legal  prescriptions.  The 
analysis  of  this  category  focused  on  searching  for  items  which  described  how  practices 
were  performed  and  especially  how  they  should  or  must  be  performed.  These  standards 
ranged  in  formality  from  Federal  legislation  to  unofficial,  firm-specific  norms.  What 
unites  these  items  is  their  impact  on  how  forensic  accounting  or  environmental  audit  is 
accomplished,  both  in  a  technical  sense  and  in  the  sense  of  a  social  performance.  Not  all 
practices,  however,  are  associated  with  standards.  In  the  initial  analysis  as  I  read  through 
the  transcripts  for  the  first  time  I  created  many  child  categories  that  would  eventually  be 
dropped  or  incorporated  into  another,  broader  category.  This  was  especially  true  for 
standards  of  practice  because  descriptions  of  how  things  are  done  seemed  to  be  prevalent 
throughout  many  of  the  items.  Standards  had  to  be  described  somewhat  consistently 
across  several  interviewees  or  a  few  interviewees  had  to  have  argued  strongly  for  the 
existence  and  importance  of  a  standard  for  it  to  be  included  as  a  child  category. 

Nodal  points 

The  delineation  of  nodal  points  was  the  most  problematic  empirical  task.  Clegg 
(1989)  argues  that  nodal  points  represent  the  “particular  ‘indexical’  interpretations”  of 
institutional  rules  and  standards  of  practice;  in  any  concrete  instance,  rules  ot  meaning  and 
membership  will  collide  with  standards  of  production  and  discipline,  so  as  to  result  in  the 
creation  of  objectified  terms,  through  which  flows  of  power  and  knowledge  are  routed. 
The  objectification  of  these  terms  indicates  an  approach  to  their  identification: 
investigation  of  nodal  points  began  with  terms  that  were  occasioned  in  many  different 
discursive  circumstances  and  delineated  the  boundaries  and  conditions  for  the  elaboration 
of  other  terms.  To  this  end,  a  selective  index  of  terms  was  built  up,  first  based  on  my 
understanding  of  the  field,  and  then  added  to  by  reading  through  the  interview  transcripts. 

The  profile  of  nodal  points  varies  in  terms  of  their  legitimacy  among  various 
constituencies  and  their  singularity.  While  some  nodal  points  may  come  close  to  what 
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Callon  and  Latour  refer  to  as  “black  boxes”  (Callon  &  Latour,  1981)  in  that  they  are 
nearly  completely  taken  for  granted  and  yield  convergent  interpretations  across  discursive 
contexts,  others  may  be  contested  by  various  interests  who  propose  alternative 
interpretations  in  the  same  or  varying  contexts.  For  example,  in  the  case  of  environmental 
audit,  the  two  nodal  points  that  I  identify  are  both  contested  and  plural.  The  first  — 

‘audit’  —  is  identified  by  professional  accountants  in  terms  of  both  its  standardized, 
professionally  legitimated  conception  and  its  more  public,  disparate  set  of  interpretations 
which  vary  among  agents  and  contexts.  Similarly,  ‘the  environment’  is  conceptualized  in  a 
multiple  of  ways  within  the  domain  of  environmental  audit,  within  and  between  agents  and 
contexts. 

The  assignment  of  a  category  as  a  potential  nodal  point  was  based  on  its  frequency 
of  use  and  on  the  necessity,  inimitability,  significance,  or  unavoidability  attributed  to  a 
category  by  multiple  interviewees.  For  instance,  the  concept  of  ‘proper  qualifications’  was 
referred  to  many  times  by  many  interviewees  as  a  basic  necessity  for  entry  into  the  forensic 
area.  Formal  qualifications  were  not  considered  adequate  on  their  own  for  a  forensic 
accountant,  but  without  proper  qualifications,  the  forensic  accountant  would  have  a  much 
more  difficult  time  finding  legitimacy.  A  category’s  frequency  was  detemiined  by  the 
number  of  items  with  which  it  ‘matched’  based  either  on  the  category’s  label  itself  or  on  a 
list  of  synonyms;  the  database  software  that  I  utilized  could  produce  a  report  that  included 
and  numbered  all  of  the  matching  items  for  any  category  or  combination  of  categories. 

The  forensic  accounting  data  illustrates  the  problems  I  encountered  in  analyzing 
nodal  points.  Once  the  219  categories  were  formed,  each  category  was  considered  for 
assignment  to  a  more  general  theoretical  concept.  Again,  categories  were  considered  for 
assignment  to  the  group  of  nodal  points  based  on  their  frequency  and  the  necessity  or 
importance  described  of  them  by  the  interviewees.  With  a  group  of  45  categories  assigned 
as  nodal  points,  I  attempted  to  group  them  according  to  the  general  sets  of  rules  and 
standards  of  which  they  might  be  enactments.  In  doing  this,  I  sorted  the  categories  into 
four  sets:  individual  nodal  points,  institutional  nodal  points,  accounting  nodal  points,  and 
others.  Once  this  process  was  done,  however,  and  I  began  to  write  Chapter  Five,  all  of 
what  I  had  originally  considered  to  be  institutional  and  accounting  nodal  points  seemed  to 
be  more  appropriately  treated  as  institutional  rules  and  standards.  Furthermore,  once  I 
began  to  analyze  the  implications  and  co-relations  of  these  issues  as  rules  and  standards, 
the  significance  of  the  individual  nodal  points  only  increased.  Consequently,  I  narrowed 
the  examination  of  nodal  points  down  to  those  which  only  focus  on  individual  nodal 
points,  and  specifically  those  which  relate  to  the  notion  of  an  individual  expert. 


Industry  relationships 

The  analysis  of  industry  relationships  was  the  most  influenced  by  a  priori 
categories.  Porter’s  (1980)  “five  forces” —  buyers,  suppliers,  competitors,  substitutes, 
and  new  entrants  —  provided  the  initial  basis  for  interview  questions  regarding  industry 
relationships.  I  also  inquired  about  the  influential  people  and  organizations  in  their  field, 
and  the  interviewees’  personal  networks.  During  the  analysis,  however,  1  initially  ignored 
those  a  priori  categories.  The  first  set  of  industry  relationship  categories  developed  were 
based  directly  on  the  language  ot  the  interviewees.  1  he  initial  list  ot  relationships  was 
predicated  on  any  mention  of  another  individual  or  organization  by  an  interviewee.  Each 
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time  this  occurred,  I  either  generated  a  category  that  would  describe  the  relationship  or 
assigned  that  item  to  an  extant,  substantive  category. 

Identities 

In  this  study,  I  treat  ‘identity’  as  a  social  phenomenon,  as  an  intersubjective 
construct  formed  by  actors  in  conversation  with  other  actors,  the  stability  of  which  is 
indeterminate  and  the  meaning  of  which  is  highly  indexical.  Because  of  this  approach  to 
identity,  I  focused  on  the  identities  of  interviewees  which  were  constructed  during  the 
interviews  themselves,  as  opposed  to  dealing  with  the,  perhaps,  more  general  frames  of 
identification  which  could  be  used  to  label  and  categorize  accountants.  However,  a  caveat 
is  necessary:  when  the  interviewing  for  this  thesis  was  undertaken,  the  concept  of  identity 
was  much  less  important  to  the  theoretical  framework  and  consequently  was  not  always 
asked  about  explicitly  in  the  interviews.  Nevertheless,  many  of  the  interviewees  did 
comment  directly  and  more  often  indirecdy  on  their  own  identities. 

Where  strict  inclusion  was  the  semantic  relationship  between  item  and  category, 
the  key  textual  cues  for  identity  included  statements  such  as  ‘I  am...’  (e.g.,  I  am  a  labor 
economist.),  ‘We  are...’  (e.g.,  We  are  a  forensic  accounting  practice.)  and  ‘I  refer  to 
myself...’  (e.g.,  I  refer  to  myself  as  a  CA.).  However,  because  identity  was  not  always 
queried  about  directly,  other  semantic  relationships  were  also  utilized.  Attribution  was 
important  in  the  development  of  identity  categories  in  environmental  audit.  Because 
environmental  audit  is  so  new  to  CAs,  they  did  not  seem  to  have  developed  strong 
identities  that  were  specific  to  the  field.  However,  the  activities  that  they  discussed  as 
important  to  the  area  suggested  that  they  were  developing  particular  identities.  For 
example,  an  emphasis  on  marketing  and  risk  taking  suggest  an  ‘entrepreneurial’  identity. 


Resources 

The  analysis  of  resources  was  initially  premised  on  a  search  for  discussion  of  highly 
legitimated,  commodities  that  were  critical  to  actors’  competitive  success.  Interviewees 
were  questioned  directly  regarding  resources.  I  asked  questions  concerning  what 
resources  would  be  necessary  to  start  a  new  practice  and  what  resources  were  critical  in 
the  development  of  their  own  practices.  The  answers  to  these  questions  were  the  starting 
point  for  the  analysis  of  resources. 

Strategies 

The  analysis  of  strategies  was  based  on  two  important  a  priori  assumptions.  First, 
strategy  is  understood  here  as  a  pattern  in  a  stream  of  actions  (Mintzberg  &  Waters, 

1985).  Mintzberg  and  Waters  (1985)  contrast  this  with  the  more  traditional  conception  of 
strategy  as  “an  analytic  process  for  establishing  long-range  goals  and  action  plans  for  an 
organization’’  (Mintzberg  &  Waters,  1985:  257).  One  of  the  important  implications  of 
moving  from  an  analytic  emphasis  to  a  concern  for  action  is  that  it  can  include  unintended 
and  emergent  processes.  Mintzberg  and  Waters  argue  that  these  processes  are  critical 
because  a  perfectly  deliberate  strategy,  one  without  emergent  processes,  would  require 
three  unlikely  conditions: 
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First,  there  must  have  existed  precise  intentions  in  the  organization,  articulated  in  a 
relatively  concrete  level  of  detail...  Secondly,  because  organization  means  collective 
action,  to  dispel  any  possible  doubt  about  whether  or  not  the  intentions  were 
organizational,  they  must  have  been  common  to  virtually  all  the  actors...  Thirdly, 
these  collective  intentions  must  have  been  realized  exactly  as  intended,  which  means 
that  no  external  force  (market,  technological,  political,  etc.)  could  have  interfered 
with  them  (Mintzberg  &  Waters,  1985:  258) 

The  result  of  this  first  assumption  was  that  in  examining  the  items  for  strategies,  I 
focused  on  descriptions  of  actions,  rather  than  on  strategic  decisions  as  others  have  done 
(e.g.,  Hickson  et  al.,  1986).  I  searched  for  patterns  of  references  to  specific  acts  within 
and  across  interviewees. 

The  second  guiding  assumption  concerns  the  connection  between  the  three 
strategies  and  the  other  theoretical  categories.  In  the  theoretical  framework,  I  argue  that 
standardization  strategies  are  directed  at  standards  of  practice,  membership  strategies  are 
directed  at  rules  of  membership,  and  obligation  strategies  are  directed  at  extant  resources 
and  identities.  Consequently,  after  I  had  generated  the  initial  set  of  strategies  I  organized 
the  analysis  around  these  three  sets  of  connections. 

Refining  the  categories 

Up  until  this  point,  I  had  relied  on  a  completely  manual  approach  to  the  attachment 
of  items  to  categories.  Once  I  had  developed  a  transcript-based  set  of  categories, 
however,  I  was  able  to  begin  to  utilize  the  automated  features  of  Agenda.  By  ‘indexing’ 
the  database,  I  could  automatically  attach  all  of  the  items  that  ‘matched’  each  of  the 
categories.  ‘Matching’  in  Agenda  can  be  based  on  the  category  name,  another  set  of 
related  words  that  are  a  part  of  the  category  description,  and  links  between  categories  that 
are  referred  to  as  ‘actions’  and  ‘conditions’.  Figure  3.5  illustrates  a  Category  Properties 
box  in  Agenda,  where  category  characteristics,  such  as  it  synonyms,  are  set. 
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Figure  3.5:  Category  Properties  box  in  Lotus  Agenda 


When  all  of  the  initial  categories  were  developed  and  the  database  indexed,  I  began 
an  iterative  process  of  ordering  the  hierarchy  of  categories,  based  on  the  theoretical 
concepts  developed  in  Chapter  Two,  and  writing  the  empirical  descriptions  contained  in 
Chapters  Four  and  Five.  For  each  chapter,  there  were  many  revisions  of  the  category 
hierarchy  including  the  development  of  many  new  categories  and  the  deletion  and 
combination  of  others.  The  reordering  of  the  category  hierarchy  encouraged  me  to  revisit 
empirical  sections  that  were  already  drafted  where  linkages  and  implications  became  more 
clear,  which  in  turn  led  me  back  to  the  category  hierarchy  for  more  revision  there. 
Although  I  have  no  way  ot  being  sure,  1  estimate  that  I  have  read  each  of  the  items  in  the 
database  an  average  of  7-10  times.  This  extended  revisiting  of  the  data  left  me  with  a 
high  level  of  confidence  that  the  empirical  descriptions  in  Chapters  Four  and  Five 
consistently  present  the  interaction  of  the  interview  transcripts,  the  theoretical  framework, 
and  my  own  unelaborated  cognitive  frameworks. 

The  following  text  segment  provides  an  example  of  an  item  that  initially  generated 
a  nodal  point  category  that  was  later  recoded  to  indicate  a  rule  of  membership  category. 

IN:  But  basically  to  be  in  the  game  today  in  what  we're  doing  you  pretty  much  have 
to  pick  up  your  CBV,  Chartered  Business  Valuator  s  ticket.  It  has  become  a  very 
recognized...  and  the  fad  that  it  has  become  recognized  very  fast... 
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As  I  read  the  segments,  I  focused  on  examining  them  for  relational  distinctions  that 
would  link  them  to  extant  categories.  Table  3.2  relates  the  elements  of  the  text  segment 
to  the  a  priori  theoretical  categories. 

Table  3.2:  Category  development  example 

basically  to  be  in  the  game  This  element  suggests  that  what  follows  will 

inform  some  type  of  rule  of  membership  through 
boundary  demarcation,  game  signifies  a  collective 
set  of  players  and  actions,  to  be  in  suggests  an 
entrance  requirement. 

you  pretty  much  have  to  pick  up  your  CBV  The  near  unequivocality  of  this  element  suggests  a 

nodal  point;  pretty  much  have  to  indicates  a 
singular,  non-negotiable  premise. 

The  reference  to  CBV  suggests  a  rule  of 
membership  that  is  based  in  a  broader  discourse. 
CBV  seem  to  be  a  criterion  for  institutional 
participation. 

It  has  become  a  very  recognized...  The  possibility  of  a  strategy  (someone’s)  is 

suggested  here;  become  indicates  a  change  in  the 
status  of  this  rule  or  nodal  point. 
very  recognized  indicates  an  awareness  of  the 
CBV  among  groups  where  that  would  not  be 
assumed,  such  as  client  groups.  That  might 
suggest  it  is  acting  as  a  nodal  point;  a  less  well 
recognized  designation  could  still  act  as  a  rule  of 
membership,  but  strong,  fixed  local  recognition  is 
necessary  for  a  nodal  point. 

it  has  become  recognized  very  fast  very  fast  suggests  that  the  change  in  recognition 

has  been  surprising  in  terms  of  the  time  it  has 
taken.  The  validity  of  the  rule  is  not  challenged 
or  questioned,  but  the  process  by  which  it  has 
become  accepted  is  remarkable. 

The  analysis  of  this  element  focused  on  its  relationships  with  the  a  priori  categories 
of  rules  of  membership  and  nodal  points.  It  also  generated  a  substantive  theoretical 
category  (Strauss,  1987)  —  the  CBV.  Some  of  the  text’s  elements  suggest  that  CBV 
would  best  be  considered  as  a  nodal  point,  while  other  elements  suggest  rule  of 
membership.  Comparative  analysis  between  segments  generate  in  the  same  and  other 
interviews  would  be  necessary  before  categorization  of  CBV  as  a  rule  of  membership 
would  be  possible.  The  comparative  analysis  examined  both  different  instantiations  of 
CBV  and  various  other  rules  of  membership  and  nodal  points. 

The  comparative  analysis  of  items  and  categories  continued  through  the  write-up 
of  Chapters  Four  and  Five.  After  I  had  developed  a  set  of  substantive  categories  as 
‘children’  of  my  theoretical  categories  and  categorized  all  of  my  data  items  in  terms  of 
those  substantive  categories,  1  began  to  outline  the  empirical  descriptions.  I  based  the 
outline  structure  on  the  theoretical  framework  developed  in  Chapter  Two.  Beginning  with 
the  institutional  structures  —  rules,  standards,  and  nodal  points —  I  describe  their 
manifestations  in  environmental  audit  and  forensic  accounting.  My  original  chapter 
outlines  included  the  theoretical  categories  as  primary  headings  and  the  substantive. 


Methodology 


62 


empirically  grounded  categories  as  second  level  headings.  Working  iteratively  between 
the  database  and  the  chapters,  I  refined  the  outline  by  nesting  substantive  categories 
around  core  categories  (Strauss,  1987).  The  descriptions  in  Chapters  Four  and  Five  rely 
extensively  on  quotes  from  interviewees  as  examples  of  the  substantive  theoretical 
categories  and  their  inter-relationships.  The  interviews  generated  a  highly  variable  level  of 
insight  regarding  the  substantive  categories.  Some  interviewees  spoke  directly  to  the 
issues  that  became  generally  salient  in  my  analysis  while  others  contributed  very  little. 
Furthermore,  some  interviewees  spoke  in  a  style  that  ‘encouraged’  quotation  —  direct, 
concise,  eloquent.  Consequently,  some  interviewees  were  sampled  from  for  quotes  much 
more  extensively  than  others.  The  quotes  are  not  intended  to  be  precisely  representative  of 
the  cross-section  of  interviewees,  merely  to  reflect  the  general  understandings  of  the 
formal  and  substantive  theoretical  categories. 

Other  data  analysis 

The  documents  that  were  collected  at  the  interview  sites  were  used  principally  as 
checks  on  the  interview  data.  Where  interviewees  made  reference  to  particular 
promotional  material  or  the  structures  of  their  curriculum  vitae,  these  claims  were 
compared  with  the  actual  document.  These  documents  were  also  used  independently  of 
the  interview  data  to  establish  particular  patterns  in  the  systems  of  promotion  or 
communication  employed  by  the  various  firms  and  individuals.  The  documents  were 
maintained  as  a  separate  physical  collection,  not  entered  or  stored  in  any  sort  of  electronic 
format. 

The  Fraud  Symposium  generated  two  sets  of  data:  a  binder  of  formal  presentation 
materials  and  cases  provided  to  all  of  the  participants;  and,  a  set  of  field  notes  in  which  I 
attempted  to  record  both  the  substantive  elements  of  the  presentations  and  the 
‘interesting’  processual  elements  of  the  conference.  An  example  of  a  noteworthy 
processual  element  was  the  varied  reactions  by  forensic  accountants  and  others  to  a 
speaker  who  in  his  talk  suggested  a  reduced  role  for  external  consultants  and  an  increased 
role  for  internal  audit  staff.  The  notes  and  materials  from  The  Fraud  Symposium  were 
drawn  on  for  clarification  and  amplification  of  points  during  the  analysis  and  write-up  of 
Chapter  Five:  Forensic  accounting. 
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Institutional  Entrepreneurs  in  Emerging  Industries 


CHAPTER  INTRODUCTION  AND  OVERVIEW 

In  this  chapter,  I  will  examine  the  competitive  situation  and  competitive  context 
with  respect  to  the  intersection  of  environmental  audit  and  Canadian  professional  account¬ 
ing.  Based  on  the  theoretical  framework  developed  in  Chapter  Two,  I  will  analyze  the 
competitive  and  institutional  strategies  used  by  actors  in  their  attempts  to  react  to  and 
shape  the  competitive  forces  therein. 

This  chapter  will  follow  Chapter  Two  in  working  from  the  competitive  situation  to 
the  institutional  context.  This  ordering  is  intended  to  establish  a  base  understanding  of  the 
area  based  on  contemporary  strategy  concepts,  highlight  the  aspects  of  environmental 
audit  that  are  most  immediately  salient  to  its  participants,  and  textually  join  the  situational 
and  institutional  structures  and  the  strategies  at  which  they  are  directed. 

Chapter  Two  established  sets  of  dimensions  for  each  category  and  suggested  some 
tentative  linkages  among  them.  This  chapter  will  explicitly  examine  these  dimensions  of 
the  theoretical  categories  in  order  to  elaborate  their  characteristics  and  especially  their 
linkages.  Each  sub-section  will  be  devoted  to  the  exploration  of  a  theoretical  category  in 
relation  to  environmental  audit  and  especially  its  relationship  to  other  empirical  instantia¬ 
tions. 

This  will  be  accomplished  by  drawing  largely  on  two  sources:  first,  two  key  docu¬ 
ments  will  be  drawn  upon  to  provide  a  sense  of  the  state  of  environmental  auditing  in 
1991-92:  Environmental  Auditing  and  the  Role  of  the  Accounting  Profession  (CICA, 
1992)  and  Environmental  Audit  (Wilson,  1992);  and,  second,  a  set  of  interviews  was  con¬ 
ducted  with  CAs,  lawyers,  corporate  environmental  managers,  and  environmental  activists 
that  will  be  drawn  upon  to  provide  a  sampling  of  the  views  of  actors  involved  with  envi¬ 
ronmental  audit  in  regards  to  their  institutional  and  industrial  contexts. 


INTRODUCTION  TO  ENVIRONMENTAL  AUDIT 

The  development  of  environmental  audit  in  the  Canadian  professional  accounting 
industry  has  occurred  within  a  broader  historical  context  in  which  environmental  audit  first 
evolved  both  outside  Canada  and  outside  of  professional  accounting.  Figure  4.1  illustrates 
some  of  the  significant  moments  and  movements  in  the  broader  history  of  environmental 
audit. 
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Figure  4.1:  Some  significant  elements  in  the  history  of  environmental  audit 
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(Adapted  from  Wilson,  1992:  28) 

Although  the  establishment  of  the  United  States  Environmental  Protection  Agency 
in  1970  and  the  Canadian  Federal  Department  of  the  Environment  in  1971  did  not  deal 
explicitly  with  environmental  audit,  they  did  mark  the  beginning  of  a  significant  shift  in  the 
environmental  regulatory  landscape  in  these  two  countries.  A  series  of  environmental 
regulations  has  emerged  over  the  past  two  decades  following  their  establishment. 

Environmental  auditing  did  not  appear  in  Canada  until  a  few  years  after  the  estab¬ 
lishment  of  the  Department  of  the  Environment  (Wilson,  1992)  and  did  not  gain  any  sub¬ 
stantial  profile  until  it  had  “crystallized  [in  the  U.S.]  ...when  the  U.S.  Securities  Exchange 
Commission  required  three  U.S.  companies  (U.S.  Steel,  Allied  Chemical,  and  Occidental 
Petroleum)  to  conduct  environmental  audits  of  all  holdings  in  order  to  disclose  the  envi¬ 
ronmental  liabilities  to  shareholders”  (Wilson,  1992:  29).  The  focus  on  liabilities  and 
shareholders  in  these  early  environmental  audits  established  the  necessity  for  the  inclusion 
of  some  accounting  expertise.  In  Canada,  the  1988  passage  of  the  Canadian 
Environmental  Protection  Act  (CEPA)  acted  as  a  catalyst  for  the  promotion  of  environ¬ 
mental  audit.  The  Act  caused  a  significant  corporate  reaction  at  least  partially  because  of 
its  reference  in  Section  122  to  the  personal  liability  of  corporate  directors  and  officers: 


Where  a  corporation  commits  an  offence  under  this  Act,  any  officer,  director,  or 
agent  of  the  corporation  who  is  directed,  authorized,  assented  to,  acquiesced  in  or 
participated  in  the  commission  of  the  offence  is  a  party  to  and  guilty  of  the  offence, 
and  is  liable  to  the  punishment  provided  for  the  offence,  whether  or  not  the  corpora¬ 
tion  has  been  prosecuted  or  convicted.  (Canadian  Environmental  Protection  Act, 
Section  122,  quoted  in  Wilson,  1992:  31). 
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The  CEPA  also  made  direct  reference  to  environmental  auditing,  suggesting  that  it  could 
aid  in  the  identification  of  “compliance  problems,  weaknesses  in  management  systems,  or 
areas  of  risk”  (Wilson,  1992:  31). 

There  are  two  events  in  the  history  of  environmental  audit  mentioned  by  Wilson 
(1992)  that  are  of  special  significance  to  the  professional  accounting  industry.  The  first  is 
the  1990  decision  by  the  CICA  to  standardize  the  separate  reporting  of  environmental 
liabilities,  such  as  site  restoration  costs.  According  to  an  article  in  CA  Magazine, 

Stringent  new  regulations  and  rigorous  administration  of  them  will  help  to  define 
[environmental]  costs,  and  ongoing  compliance  costs  and  future  capital  spending 
will  become  increasingly  more  significant.  Consequently,  environmental  risks  and 
costs  are  likely  to  be  material  and  require  separate  disclosure.  (Hawkshaw,  1991:  25) 

The  second  event  is  concerned  with  the  Northern  Badger  case  in  which  the 
Northern  Badger  company  went  bankrupt  and  left  a  number  of  oil  and  gas  wells  uncapped, 
posing  a  significant  environmental  hazard.  The  assured  creditor,  Panamerican  De  Bienes 
&  Servicos,  claimed  right  to  all  of  the  assets,  but  the  Energy  Resources  Conservation 
Board  argued  that  those  assets  should  first  be  used  to  pay  for  the  environmentally  sound 
abandonment  of  the  wells.  The  Alberta  Court  of  Appeals  held  that  “requirements  by  the 
ERCB  for  proper  abandonment  of  oil  and  gas  wells  must  be  met  before  secured  lenders 
can  be  given  access  to  assets”  (Wilson,  1992:  32).  This  decision  acted  as  a  strong  signal 
to  lending  institutions  that  they  must  be  concerned  with  the  environmental  impacts  of  their 
secured  credit  assets. 

The  issue  of  environmental  services  in  the  Canadian  Chartered  Accounting  profes¬ 
sion  has  garnered  a  large  amount  of  discussion  and  debate  recently.  In  the  past  two  years 
there  has  been  a  special  issue  of  CA  Magazine  devoted  to  environmental  issues,  the  for¬ 
mation  of  a  CICA  Interest  Group  on  environmental  services,  the  establishment  of  two 
CICA  research  study  groups  formed  to  examine  environmental  audit  and  environmental 
accounting,  and  the  foundation  of  an  Environmental  Services  company  by  the  largest  CA 
firm  in  Canada. 

Interacting  with  the  ‘audit’  nodal  point  in  providing  an  encouraging  but  pressured 
context  for  accountants  to  engage  in  environmental  services  has  been  the  economic  pres¬ 
sures  felt  in  all  professional  accounting  financial  audit  practices. 

/  guess  all  of  the  accounting  firms  are  looking  for  new  services  as  the  audit  area 
comes  under  pressure.  (DD,  Chartered  Accountant) 


...from  an  economic  perspective  if  you  are  familiar  with  accounting  firms,  you  are 
aware  that  most  of  the  moves  through  a  firm  are  based  on  merit  up  to  a  point  at 
which  you  become  a  partner  and  there  is  a  whole  economic  factor  in  the  picture. 

The  accounting  side  and  general  practice  side  of  our  firm  and  other  firms  in  the  city 
has  been  contracting  more  then  expanding  thus  it  has  made  opportunities  to  move 
up  limited.  (BE,  Chartered  Accountant)1 


'With  respect  lo  ilic  editing  of  quotations,  I  have  employed  two  distinct  sets  of  ellipsis.  —  indicates  an 
edited  section  in  which  I  have  cut  out  a  part  of  the  quotation  for  the  sake  of  clarity  and  brevity, 
indicates  that  the  speaker  mailed  off  without  fully  completing  that  thought. 
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However,  the  level  of  discussion  and  debate  far  exceeds  the  amount  of  billable 
work  being  performed  by  CAs  in  environmental  areas.  Although  most  of  the  major  CA 
firms  have  indicated  an  involvement  in  the  environment  and  many  have  glossy  brochures 
illustrating  their  commitment  to  the  area,  the  level  of  work  is  low  enough  that  oftentimes 
when  first  contacted  a  CA  firm’s  receptionist  would  have  no  idea  who  was  their  contact 
person  for  environmental  services.  Furthermore,  the  level  of  environmental  activity  in  the 
CA  profession  is  small  in  comparison  to  many  other  professions,  including  lawyers  and 
engineers. 

I  don't  believe  that  our  firm's  ever  issued  an  environmental  audit  report  and  1  don't 
know  if  other  firms  have.  (MM,  Chartered  Accountant) 

...  I  think  that  probably  the  perception  is  that  the  accountants  are  a  little  slow  off  the 
mark  and  maybe  that's  because  they  are  not  really  comfortable  with  what  an  envi¬ 
ronmental  audit  is.  (SN,  Chartered  Accountant) 

This  chapter  will  examine  the  context  of  environmental  audit  in  the  Canadian  CA  profes¬ 
sion,  the  social  relations,  resources  and  identities  of  the  actors  involved,  and  the  strategies 
employed  by  those  actors. 


SECTION  1:  SITUATIONAL  ELEMENTS: 

INDUSTRY  RELATIONSHIPS,  RESOURCES,  IDENTITIES  AND  OBLIGATION 

STRATEGIES  , 

The  competitive  situation  of  professional  accounting  environmental  audit  describes 
the  competitive  and  cooperative  relationships  that  CAs  engage  in,  the  identities  they  take 
on,  the  resources  they  employ,  and  their  patterns  of  actions  as  they  attempt  to  involve 
themselves  in  environmental  audit  activities  and  processes.  This  section  will  examine  this 
competitive  situation  beginning  with  analysis  of  the  horizontal,  vertical  and  depth  compe¬ 
tition  that  professional  accountants  face  in  their  industry  relationships. 

Industry  Relationships 

Vertical  competition:  Client  relationships  and  intra-organizational  relations 

The  vertical  or  “value  chain”  dimension  in  Porter’s  (1980)  five  forces  model  of  in¬ 
dustry  competition  summarizes  the  exchange  relationships  within  a  particular  productive 
process.  In  this  case,  1  will  emphasize  accountants’  relationships  with  their  clients  and 
within  their  own  firms.  Clients  represent  the  ‘buyers’  of  environmental  audit  services 
whose  situational  power  is  dependent  on  bargaining  leverage  and  price  sensitivity  (Porter, 
1980).  In  analyzing  client  relationships,  I  examine  types  of  environmental  audit  service 
with  respect  to  their  relationships  to  the  traditional  financial  notion  of  ‘audit’,  the  activities 
of  accountants  within  their  scope,  and  their  associated  ‘buyer  power’.  These  types  of 
environmental  audit  are  identified  by  the  CICA  in  their  research  report  on  Environmental 
Audit  and  the  Role  of  the  Accounting  Profession  (CICA,  1992).  Professional  accountants 
interact  with  their  own  firm  members  in  cooperative,  competitive  and  exchange  relation- 
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ships:  they  cooperate  in  servicing  clients’  requirements;  they  compete  for  internal  and 
external  funds  and  resources;  and,  they  exchange  their  services  within  the  firm. 

This  section  will  begin,  however,  with  an  examination  of  the  term  ‘environmental 
audit’.  This  term  delimits  the  empirical  domain  of  this  chapter;  I  used  it  as  the  basis  on 
which  I  selected  interviewees  and  on  which  I  focused  on  relevant  data  from  the  interviews. 
I  argue  that  the  term  itself  is  a  strategic  and  contested  element  of  the  area. 

‘Environmental  Audit’ 

‘Environmental  audit’  is  now  a  well-recognized  term  in  professional  accounting, 
although  there  are  a  broad  range  of  activities  to  which  it  refers.  When  I  first  made  contact 
with  accounting  firms  to  try  to  find  specialists  or  active  practitioners  in  the  area,  the  re¬ 
cency  of  the  term  was  highlighted  by  the  confusion  of  many  of  the  receptionists.  They 
were  generally  unaware  that  there  was  anyone  in  the  office  who  would  be  involved  in  such 
an  activity.  However,  the  receptionists  either  found  that  they  did  indeed  have  someone 
associated  with  that  service  on  their  phone  list,  or  when  put  through  to  a  senior  audit  part¬ 
ner  or  managing  partner  for  the  office,  this  person  usually  had  little  trouble  either  directing 
me  to  an  ‘appropriate’  person  or  letting  me  know  that  there  were  no  ‘appropriate’  con¬ 
tacts  in  their  office.  There  was  never  any  difficulty  explaining  what  I  meant  by 
‘environmental  audit’  to  any  senior  accounting  personnel.  However,  once  I  began  to  dis¬ 
cuss  the  area  with  those  accountants  who  are  actively  involved  in  it,  the  term 
‘environmental  audit’  became  much  more  problematic,  and  much  more  uncertain. 

The  uncertainty  associated  with  environmental  audit  is  reflected  in  the  1992  CICA 
report  where  various  activities  connected  to  environmental  audit  are  juxtaposed  against  a 
singular  definition  of  ‘audit’.  The  CICA  defines  “auditing”  as  follows: 

Auditing  is  a  systematic  process  of  objectively  obtaining  and  evaluating  evidence  re¬ 
garding  a  verifiable  assertion  about  activities  and  events  to  ascertain  the  degree  of 
correspondence  between  the  assertion  and  established  criteria  and  then  communicat¬ 
ing  the  results  (of  the  process)  to  interested  users.  (CICA,  1992:  34) 

In  contrast  to  the  precisely  delineated  definition  of  ‘audit’,  the  CICA  lists  several 
“Examples  of  Names  of  Environmental  Audit  and  Similar-Sounding  Services”: 


Table  4.1 

Examples  of  Names  of  Environmental  Audit  and  Similar-Sounding  Services 

Environmental  Audit 

Environmental  Liability  Audit 

Corporate  Greening  Audit 

Environmental  Impact  Assessment 

Waste  Management  Audit 

Energy  Audit 

Emissions  Audit 

Environmental  Risk  Audit 

Prepurchase  Audit 

Procurement  Audit 

Properly  Transfer  Audit 

Real  Estate  Audit 

Site  Clean-up  Audit 

Water  Conservation  Audit 

Environmental  Compliance  Audit 

Supplier  Audit 

Environmental  Management  Audit 

Product  Life-cycle  Audit 

(CICA,  1992:  23) 
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The  juxtaposition  of  the  short,  precise  definition  of  “audit”  and  the  long,  list  of 
synonyms  for  “environmental  audit”  highlights  the  relative  position  of  these  two  terms 
within  the  accounting  profession.  Indeed,  the  uncertainty  of  the  term  ‘environmental 
audit’  has  led  some  accountants  and  firms  to  avoid  its  use. 

...it  gets  back  to  the  confusion  that  1  referred  to  that  I  think  surrounds  the  term  envi¬ 
ronmental  audit,  because  our  partners  have  been  suspicious  of  that  term.  We  have 
gone  out  of  our  way  to  not  use  it  and  say  that  we  don't  do  environmental  audits,  be¬ 
cause  people  might  or  might  not  understand  the  term.  (DD,  Chartered  Accountant) 

The  importance  of  the  term  ‘environmental  audit’  is  in  what  it  suggests  about  the 
level  of  institutionalization  for  the  area  as  a  whole.  The  lack  of  consensus  on  a  parsimoni¬ 
ous  understanding  regarding  a  central,  and  identifying,  term  hints  at  a  broader  lack  of 
consensus  regarding  the  rules  and  standards  that  might  structure  the  competitive  situation. 
The  examination  of  industry  relationships  that  constitutes  the  remainder  of  this  section  will 
explore  the  consequences  of  this  for  the  professional  accountants  who  are  attempting  to 
establish  themselves  as  providers  of  environmental  audit  and  other  services. 

Environmental  audit  services  and  client  relationships 

According  to  a  CICA  report  (CICA,  1992),  the  range  of  environmental  audit 
services  can  be  broken  down  into  four  potential  service  areas:  1.  Environmental  consulting 
services;  2.  Site  assessments;  3.  Operational  compliance  assessments;  and  4. 
Environmental  management  systems  assessments.  The  CICA  report  focuses  on  the  rela¬ 
tionships  between  each  of  these  types  of  services  and  the  traditional  accounting  definition 
of  audit  as  an  indication  of  the  potential  role  of  professional  accountants.  One  of  its  pri¬ 
mary  objectives  is  to:  “explain  what  constitutes  ‘environmental  auditing’  and  how  it  differs 
from  the  types  of  audits  and  related  services  commonly  undertaken  by  members  of  the 
accountancy  profession”  (CICA,  1992:  Foreword).  The  CICA’s  typology  will  serve  as 
the  foundation  for  my  analysis  of  vertical  relationships,  but  I  will  add  to  it  the  category  of 
intra-organizational  relationships.  Accountants  offering  environmental  services  rely  on 
their  partners  and  their  firms  for  the  supply  of  such  resources  as  office  infrastructure, 
client  references  and  legitimacy  and  they  supply  to  their  partners  and  firms  environmental 
services  that  are  often  provided  as  a  part  of  some  financial  service  to  clients.  For  these 
reasons,  I  include  this  set  of  relationships  within  the  vertical  dimension  examined  here. 

In  this  section,  I  examine  each  of  these  vertical  relationship  categories  on  two 
bases.  First,  I  present  and  analyze  a  set  of  tables  that  delineate  the  CICA  position  and  the 
views  expressed  by  practicing  accountants  with  respect  to  the  categories.  This  analysis 
highlights  the  differences  between  the  formal  prescriptions  of  the  professional  body  and 
the  understandings  and  practices  of  its  members.  These  differences  reflect  both  the  di¬ 
versity  of  opinion  within  any  institutional  field  and  the  temporal  relationship  between 
macro-social  structure  and  its  micro-social  foundations  (DiMaggio  &  Powell,  1991; 
Collins,  1981).  Both  the  Institute  and  the  individual  accountants  contribute  to  the  micro¬ 
social  foundations  of  environmental  audit;  they  work  together  and  separately  in  establish¬ 
ing  the  “interaction  ritual  chains”  (Collins,  1981)  that  serve  as  social  structure.  Their  dis¬ 
parate  understandings  of  environmental  audit  and  the  accounting  profession  will  play  out 
in  multifarious  interactions  among  individual  accountants,  clients  and  agents  ol  the 
Institute.  The  1992  CICA  research  report  on  Environmental  Auditing  and  the  Role  of  the 
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Accounting  Profession  assesses  the  degree  to  which  each  of  the  four  services  fit  the  CICA 
definition  of  audit,  based  on  five  dimensions: 


does  the  service  require  that  the  provider  be  objective,  and 
be  independent  of  the  subject  matter  and  the  party  directly 
responsible  for  it? 

does  the  service  require  the  existence  or  establishment  of 
criteria  against  which  the  user  expects  the  subject  matter 
to  be  assessed? 

does  the  service  require  that  it  be  possible  for  manage¬ 
ment  (or  the  auditor)  to  prepare  a  verifiable  assertion 
about  the  subject  matter,  that  is,  that  there  be  underlying 
records  or  systems  which  would  provide  a  basis  for  report¬ 
ing  information  to  users  and  establishing  its  validity  by 
verification  procedures?  ... 

does  the  service  require  that  the  result  include  an  expres¬ 
sion  of  opinion  as  to  subject  matter  conformity  with  crite¬ 
ria? 

does  the  service  require  that  sufficient  appropriate  evi¬ 
dence  be  obtained  to  support  independent  competent  ex¬ 
aminers  reaching  similar  conclusions? 

(CICA,  1992:  34) 

My  analysis  will  contrast  the  CICA’s  assessment  of  each  service  on  these  dimensions  with 
the  less  structured  assessments  of  individual  accountants. 

The  second  analysis  is  based  on  the  industrial  organization  model  of  industry 
structure  and  its  determinants  of  competitive  intensity  (Porter,  1980).  In  this  analysis,  I 
examine  the  factors  affecting  the  competition  faced  by  accountants  offering  environmental 
services  along  vertical,  horizontal  and  depth  dimensions.  This  analysis  plays  a  key  role  in 
the  broader  institutional  analysis  of  strategies,  rules  and  standards  that  follows.  The 
competitive  situation  faced  by  actors  provides  a  set  of  exigencies  that  accountants  must 
deal  with  in  an  immediate  sense  and  may  attempt  to  influence  over  a  longer  term  through 
institutional  strategies.  As  well,  these  exigencies  reflect  the  patterns  of  practice  and 
membership  that  have  developed  as  an  institutional  context. 

Environmental  consulting  services 

The  CICA  research  report  on  environmental  audit  lists  several  activities  within  the 
class  of  environmental  consulting  services: 


Objectivity 


Criteria 


Verifiable  assertions 


Nature  of  Results 


Evidence 


•  create  an  “environmentally-fricndly”  workplace 

•  reduce  consumption  and  costs  of  energy 

•  reduce  waste  outputs  and  related  costs 

•  improve  process  technology,  so  as  to  reduce  levels  of  toxic  emission  and  effluent 

•  identify  alternative,  more  “environmentally  friendly”  raw  materials  or  sources 

•  determine  product  life— cycle  (cradle— to— grave)  environmental  impacts  and  costs 

•  reduce  adverse  environmental  impact  of  product  packaging  and  consumer  dis¬ 
posal  practices 


(CICA,  1992:  24) 
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Table  4.2  contrasts  the  CICA  assessment  of  Environmental  Consulting  Services 
with  respect  to  the  audit  criteria  listed  above  with  comments  made  by  accountants  regard¬ 
ing  its  role  in  their  own  practices. 


Table  4.2:  Environmental  Consulting  Services 

CICA  Assessment  (CICA,  1992) 

Individual  Accountant's  Comments 

Objectivity:  Desirable,  at  users’ 

discretion. 

Criteria:  Not  essential. 

Verifiable  assertions:  Note  essential. 

Nature  of  Results:  Various,  for  example, 

findings,  conclusions, 
recommendations  for 
action. 

Evidence:  Varies  in  need,  ex¬ 

tent,  nature 

Satisfies  audit  definition:  No 

(CICA,  1992:  35) 

Information  users  for  Environmental  Consulting 
Services  are  internal  management  or  boards  of 
directors.  These  services  to  not  generally  address 
the  needs  of  external  parties.(CICA,  1992:  34) 
Environmental  Consulting  Services  exhibit  a  low 
overall  correlation  with  the  five  audit  elements  or 
definitional  conditions...  (CICA,  1992:  36) 

The  services  that  one  provides  is  a  grab  bag  of 
environmental  consulting,  environmental  audit¬ 
ing,  environmental  management  reviews  —  really 
a  range  of  services  which  fit  much  more,  much 
better  in  the  consulting  area  then  to  the  audit 
mode.  (BE,  Chartered  Accountant) 

I  was  at  that  stage  [my  entry  into  environmental 
services]  working  in  the  general  practice  area 
and  we  relatively  quickly  came  to  the  conclusion 
that  it  wouldn’t  work  in  that  area  —  that  I  couldn't 
practice  the  type  of  things  that  I  wanted  to  do  out 
of  a  general  practice  area  and  consequently  I 
have  moved  a  hundred  percent  into  our  manage¬ 
rial  consulting  group  which  up  until  then  had  no 
CAs  on  board.  And  I  guess  the  reason,  I  mean, 
there  are  one  hundred  reasons  behind  it,  but  the 
principal  reason  behind  it  is  the  field 
[environmental  audit]  is  not  sufficiently  devel¬ 
oped  such  that  one  can  go  and  carry  on  a  series 
of  environmental  audits  in  the  way  that  one  car¬ 
ries  on  financial  audits.  (BE,  Chartered 
Accountant) 

And  they  have,  our  management  consulting 
group,  developed  a  package  they  call 
Environmental  Excellence  Package,  which  is 
something  they  are  trying  to  sell  their  services  to 
our  clients  and  prospective  clients  (SN, 
accountant) 

If  you  want  to  talk  about  consulting  business  advi¬ 
sory  service,  I  think  it  is  a  wide  range  of  things 
that  accountants  can  do.  But  if  you  want  to  talk 
about  environmental  auditing  to  me  the  moment 
you  use  the  word  auditing,  I  say,  well  what  do  you 
mean  by  auditing  (DK,  Chartered  Accountant) 

The  CICA  research  report  implicitly  adopts  the  position  that  the  role  of  the  ac¬ 
counting  profession  in  environmental  audit  is  a  function  of  the  proximity  of  environmental 
audit  to  the  accounting  profession’s  traditional  conception  of  audit.  By  this  criterion, 
environmental  consulting  services  are  clearly  not  within  the  purview  of  professional  ac¬ 
counting.  They  do  not  meet  the  requirements  for  criteria,  results,  or  evidence  that  the 
CICA  understanding  of  'audit’  demands.  In  contrast,  the  accountants  descriptions  of  their 
own  fledgling  environmental  practices  highlight  the  importance  of  consulting  services,  to 
the  extent  that  their  firms’  affiliated  consulting  practices  typically  lead  the  movement  into 
environmental  services. 
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Site  assessments 

According  to  the  CICA  research  report  on  environmental  audit,  site  assessments 

are: 

investigations  to  determine  whether  land  (a  site  or  property)  contains  any  form  of 
contaminant,  toxic  material  or  waste  which  sooner  or  later  is  going  to  require  reme¬ 
dial,  clean-up  action  and  incur  related  costs...  Such  assessments  normally  start  with 
a  preliminary  review,  proceeding  to  a  detailed  determination  of  the  nature  and  extent 
of  contamination  where  the  review  warrants.  A  third  phase  determines  remediation 
options  and  related  cost  estimates,  both  of  which  may  vary  widely.  (CICA,  1992:  24) 

Table  4.3  compares  the  CICA  assessment  of  Site  Assessments  with  respect  to  their 
status  as  audit  activides  with  the  comments  of  individual  accountants  regarding  their  site 
assessment  activities. 
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Table  4.3:  Site  Assessments 

CICA  Assessment  (CICA,  1992) 

Individual  Accountants'  Comments 

Objectivity:  Important  for  most 

users 

Criteria:  Laws  and  regulations, 

and  other  standards  if 
user  requires 

Verifiable  assertions:  Not  essential,  often 

not  possible 

Nature  of  Results:  Various,  for  example, 

findings,  findings  as 
to  site  conditions, 
options  as  to  clean-up 

Evidence:  Practice  varies 

Satisfies  audit  definition:  Not  usually;  often  not 

possible 

(CICA,  1992:  35) 

The  five  elements  of  the  audit  definition  are  only 
partially  satisfied.  So,  while  some  Site 

Assessments  may  be  called  audits,  frequently,  this 
is  not  accurate  in  relation  to  the  accounting  profes¬ 
sion’s  meaning  of  the  term.  (CICA,  1992:  37) 

I  have  been  involved  in  phase  one  and  are  attend¬ 
ing  to  the  business  on  a  number  of  different  sites 
and  our  skills  were  particularly  appropriate  to 
being  able  to  look  at  these  different  sites  which 
are  all  operating  in  different  ways  from  a  contrac¬ 
tual  point  of  view.  (BE,  Chartered  Accountant) 

For  instance  if  a  company  wants  to  go  into  the 
bank  and  borrow  money  and  the  bank  says  okay, 
these  are  the  assets,  this  is  the  liabilities,  and  the 
traditional  liabilities,  and  the  conventional  li¬ 
abilities,  but  what  about  environmental  liabilities. 
—  somebody  is  going  to  come  along  and  ask  us  to 
do  an  environmental  audit  and  that  is  where  we 
would  hire  the  engineers...  (RL,  Chartered 
Accountant ) 

I  think  as  a  profession  something  that  we  are  re¬ 
ally  struggling  with  is  to  what  sort  of  comfort  can 
we  attach  to  that  management  assertion  ...  how  do 
we  conjunct  our  expertise  with  engineers  and 
chemists  in  making  that  sort  of  assessment  and 
provide  the  comfort  to  lenders  (RL,  Chartered 
Accountant) 

There  is  certainly  a  lot  more  of  a  risk  involved  in 
an  environmental  audit  reports  in  terms  of  expo¬ 
sure  if  you  are  wrong.  (MM,  Chartered 

Accountant) 

we  are  not  engineers  we  can't  go  out  and  tell 
somebody  that  their  plant  is  putting  pollutants 
into  the  air,  but  we,  beyond  having  a  sniff  at  the 
top  of  the  smoke  stack,  our  skills  are  limited.  And 
so,  if  we  are  going  to  get  into  that  environmental 
assessment  we  would  probably  need  some  exper¬ 
tise  (RL,  Chartered  Accountant) 

The  CICA  concludes  that  “Site  Assessments  are  not  audits  as  defined  [by  the 
CICA]”  (CICA,  1992:  40).  Despite  the  CICA’s  negative  judgment  of  the  role  of  the  ac¬ 
counting  profession  in  site  assessments,  there  has  been  some  CA  involvement  in  these 
processes.  There  was  a  strong  recognition  by  the  accountants,  however,  that  this  form  of 
environmental  audit  would  require  collaboration  with  other  technical  professionals,  such 
as  engineers  or  environmental  scientists.  Collaboration  in  site  assessments  might  mean 
that  the  public  accounting  role  of  adding  credibility  will  be  dependent  on  the  reliability  of 
the  other  professionals.  This  exposes  accountants  to  more  risk  than  a  traditional  financial 
audit,  where  they  have  the  necessary  expertise  resident  in  their  own  firms. 

Operating  compliance  assessments 

For  the  purposes  of  their  research  report  on  environmental  audit,  the  CICA  con¬ 
siders  these  assessments  as  “investigations  which  primarily  focus  on  the  current  adherence 
of  specific  operating  plants  and  facilities  or  all  of  a  company’s  operations  with  applicable 
environmental  laws  and  regulations”  (CICA,  1992:  25).  In  comparing  this  type  of  service 
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to  what  they  consider  as  an  ‘audit’,  the  CICA  remarks  that:  “Operational  Compliance 
Assessments  are  generally  not  audits  as  defined,  but,  under  certain  circumstances 
(particularly  as  to  verifiable  assertions),  could  be  conducted  as  such”  (CICA,  1992:  40). 
Table  4.4  contrasts  the  CICA’s  analysis  with  the  comments  of  individual  accountants  re¬ 
garding  operational  compliance  assessments. 


Table  4.4 

Operational  Compliance  Assessments 

CICA  Assessment  (CICA,  1992) 

Individual  Accountants’  Comments 

Objectivity:  Important  for  most 

users 

Criteria:  Laws  and  regulations, 

and  other  standards  if 
user  requires 

Verifiable  assertions:  Not  essential,  often 

not  possible 

Nature  of  Results:  Various,  for  example, 

findings,  findings  as 
to  compliance  risks, 
areas  for  performance 
improvement 

Evidence:  Practice  varies 

Satisfies  audit  definition:  Not  usually;  often  not 

possible 

(CICA,  1992:  35) 

TL:  Do  you  have  enough  in  house  expertise  in 
terms  of  monitoring  the  regulations? 

DD:  We  have  been  all  boning  up  ourselves  for 
sure.  We  will  not  give  compliance  opinions  —  we 
are  not  lawyers.  But  we  need  to  know  enough 
about  those  regulations  ourselves  in  order  to  be 
knowledgeable.  (DD,  Chartered  Accountant) 

— in  western  Canada  that  there  are  significant 
fines  and  that  its  super  necessary  to  become  pro¬ 
active  and  get  yourself  organized  and  in  position- 
as  any  business  advisor  would  be  and  we  are  prob¬ 
ably  not  the  first  ones  to  tell  them  that  we  may  be 
the  last.  I  think  the  advent  of  the  increased  legis¬ 
lation  that  is  what  has  brought  it  to  the  forefront. 
(IR) 

...to  determine  whether  a  company  is  in  compli¬ 
ance  or  what  it  is  doing,  I  think  you  may  need  sci¬ 
entists  and  lawyers  to  be  involved,  but  in  terms  of 
shaping  up  the  overall  corporate  environmental 
report  and  in  terms  of  auditing  that  or  verifying 
that  I  think  that  is  a  process  which  can  be  lead,  or 
driven,  or  provided  by  the  accounting  profession. 
(DK,  Chartered  Accountant) 

By  the  CICA’s  five  criteria,  operational  compliance  assessments  come  closer  to 
audits  than  either  environmental  consulting  or  site  assessments.  Presumably,  this  would 
enhance  the  attractiveness  of  this  service  as  an  option  for  accountants  to  provide. 
However,  the  notion  of  compliance  is  tied  closely  to  regulation  and  legislation  which  are 
largely  controlled  by  the  legal  profession.  The  forms  of  criteria,  assertions,  results  and 
evidence  that  operational  compliance  assessments  require  have  been  shaped  by  the  politi¬ 
cians  (most  of  whom  tire  lawyers)  and  judges  (all  of  whom  are  lawyers)  who  have  estab¬ 
lished  and  interpreted  Canada’s  environmental  legislation.  Similarly,  the  evaluation  of 
companies’  compliance  with  these  regulations  is  shaped  and  controlled  by  lawyers.  This  is 
reflected  in  some  of  the  accountants’  comments  and  summarized  by  DD.  We  will  not 
give  compliance  opinions  —  we  are  not  lawyers”. 
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Environmental  management  system  assessments 

A  further  type  of  environmental  examination  service  is  that  which  focuses  on  a  com¬ 
pany’s  overall  environmental  management  system.  This  service  provides  manage¬ 
ment  with  information  and  assurance  as  to  the  effectiveness  of  systems,  controls  and 
procedures  to  comply  with  corporate  environmental  policies.  In  addition,  this  serv¬ 
ice  usually  provides  recommendations  for,  or  at  least  triggers,  follow-up  action. 

(CICA,  1992:  26) 

Providing  assessments  of  a  company’s  overall  environmental  management  system 
is  the  service  area  which  elicited  the  most  optimism  with  respect  to  the  role  of  account¬ 
ancy.  There  were,  however,  serious  concerns  about  the  lack  of  standards  at  the  profes¬ 
sional  and  institutional  level  which  could  provide  a  framework  for  the  language  and  meth¬ 
odology  of  system  assessment.  Again,  the  contrast  with  traditional  financial  audit  in  terms 
of  institutionalized  benchmarks  and  methods  was  commented  on  by  several  interviewees. 
Table  4.5  presents  these  comments  alongside  the  CICA  analysis. 
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Table  4.5 

Environmental  management  system  assessments 

CICA  Assessment  (CICA,  1992) 

Individual  Accountants’  Comments 

Objectivity:  Important  for  most 

users 

Criteria:  Various,  but  not  well 

enough  defined  for 
audit  purposes 

Verifiable  assertions:  Limitation  today;  will 

be  needed  in  future 

Nature  of  Results:  Various,  for  example, 

conclusions,  findings, 
recommendations 

Evidence:  Practice  varies 

Satisfies  audit  definition:  Not  usually;  but  pos¬ 

sible  in  future 

(CICA,  1992:  35) 

The  essential  purpose  of  the  Environmental 
Management  System  Assessment  is  to  provide  an 
independent  assurance  that  environmental  man¬ 
agement  systems  and  procedures  can  be  relied  upon 
for  their  stated  purpose  (for  example,  to  ensure 
compliance  with  corporate  environmental  policy, 
achieving  environmental  goals,  etc.).  This  is  analo¬ 
gous  to  the  purpose  and  nature  of  the  internal  audit 
function  in  many  organizations  with  respect  to 
other  aspects  of  management  systems  and  proce¬ 
dures  or  internal  controls. 

In  relation  to  the  elements  of  the  generic  audit 
definition.  Environmental  Management  Systems 
Assessments  can  be  a  close  fit  in  principle,  with 
shortcomings  in  practice.  (CICA,  1992:  38) 

...  the  one  that  we  think  would  be  our  prime  prod¬ 
uct,  or  is  our  prime  product,  is  what  we  have  been 
calling  Environmental  Management  Systems  — 
going  to  clients,  many  of  who  have  not  yet  devel¬ 
oped  formal,  I  could  call  them,  internal  controls, 
just  to  put  a  traditional  financial  term  on  it...  (DD, 
Chartered  Accountant) 

I  commented  in  my  humbleness  that  I  think  CA 
can  do  it,  and  the  fact  that  I  think  that  competition 
in  this  field  is  hot  and  growing  hotter  all  the  time 
from  management  consultant  firms  such 
as... inaudible... getting  into  (BE,  Chartered 
Accountant) 

It  is  a  big  area  where  we  see  that  we  have  a  role  to 
play  and  our  expertise  very  much  is  in  tune  to  that 
and  that  is  only  growing  as  people  recognize  this 
in  a  number  of  different  ways.  (BE,  Chartered 
Accountant) 

...  to  be  able  to  demonstrate  due  diligence  you 
have  to  have  a  management  system  in  place.- 
collects  the  evidence,  documents  what  you  have 
done,  references  communications,  etc.  and  have 
people  in  the  appropriate  places-you  have  to  form 
a  committee  so  that  someone  at  the  board  level 
knows  or  has  the  authority  for  asking  the  appro¬ 
priate  questions.  (BE,  Chartered  Accountant) 

—  companies  are  going  to  have  to  be  able  to 
build  due  diligence  defense  and  it  is  completely 
unrealistic  in  my  view  for  companies  to  think  that 
they  can  develop  procedures  and  policies  etc.  to 
insure  compliance.  (DD) 

[The  accountants]  should  be  the  ones  assessing 
the  overall  environmental  policies  of  the  company 
and  talking  about  controls,  internal  controls 
within  the  company  and  the  management  controls 
to  make  sure  things  are  going  to  happen. 
Accountants  have  a  better  understanding  of 
management  systems  and  that  sort  of  thing,  than 
engineers  would.  (RL,  Chartered  Accountant) 

...  using  our  background  in  auditing  and  reporting 
that  we  have  we  can  use  that  to  assist  our  clients 
in  developing  systems  for  reporting  environmental 
compliance  and  monitoring  that  whole  system 
area.  (MM,  Chartered  Accountant) 

The  CICA  analysis  of  environmental  management  systems  assessments  suggests 
that  although  they  do  not  meet  the  criteria  tor  audit  status  at  this  point  in  time,  they  may 


Environmental  Audit 


76 


in  the  future  as  they  are  developed  further.  The  individual  accountants’  comments  elabo¬ 
rate  the  guarded  optimism  of  the  CICA:  this  service  is  considered  the  “primary  product” 
for  many  accountants  and  it  is  the  service  in  which  they  see  the  accounting  profession  as 
playing  the  most  central  role.  The  comments  by  JG,  BE  and  DD  all  argue  for  the  preemi¬ 
nence  of  the  accounting  profession  with  respect  to  the  design  and  audit  of  ‘control’  sys¬ 
tems,  whether  financial  or  environmental. 

Environmental  management  systems  design  and  assessment  might  also  serve  as  the 
foundation  for  the  accounting  profession’s  strongest  claim  of  legitimacy  in  the  system  of 
environmental  regulations  and  law.  The  design  of  environmental  control  systems  will 
necessarily  require  a  detailed  knowledge  of  relevant  environmental  regulation  so  that  the 
systems  will  maintain  control  to  the  appropriate  level.  The  second  important  legal  aspect 
here  is  the  possibility  of  companies  relying  on  these  systems  and  especially  their  independ¬ 
ent  assessments  for  legal  defense  based  on  the  notion  of  ‘due  diligence’.  The  defense  of 
due  diligence  argues  that  a  company  is  not  responsible  for  an  environmental  incident  if  it 
can  prove  that  it  took  all  reasonable  precautions  to  prevent  such  an  incident.  The  defense 
relies  on  the  description  of  ‘normally  adequate’  organizational  systems  and  structures. 

Due  diligence  will  be  explored  in  greater  detail  with  respect  to  its  role  as  a  critical  stan¬ 
dard-setting  device  in  this  field. 

Intra-organizational  relationships 

Environmentally-oriented  accountants  have  important  vertical  relationships  with 
their  partners.  The  trading  of  services,  clients  and  cash  make  the  internal  ‘market’  critical 
for  the  successful  production  of  environmental  services.  Financial  audit  partners  control 
access  to  the  largest  market  for  new  accounting  services,  extant  clients.  Table  4.6  lists 
accountants’  comments  on  these  internal  relationships. 
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Table  4.6:  Intra-firm  relationships 


I  floated  a  memo  around  this  office  to  see  if  anybody  else  knew  anything— to  see  if  the  firm  did  anything 
in  that  area.  It  struck  a  cord  with  a  fellow,  one  of  the  partners  who  also  had  an  interest  in  that—  we  pur¬ 
sued  that  (AB) 

I  was  at  that  stage  working  in  the  general  practice  area  and  we  relatively  quickly  came  to  the  conclusion 
that  it  wouldn  t  work  in  that  area— that  I  couldn't  practice  the  type  of  things  that  I  wanted  to  do  out  of  a 
general  practice  area  and  consequently  I  have  moved  a  hundred  percent  into  our  managerial  consulting 
group  which  up  until  then  had  no  CAs  on  board.  (AB ) 

I  he  biggest  issue  we  have  is  gelling  the  message  out  as  to  what  we  plan  to  do  and  I  think  it  gets  back  to 
the  confusion  that  I  referred  to  that  I  think  surrounds  the  term  environmental  audit,  because  our  part¬ 
ners  have  been  suspicious  of  that  term.  We  have  gone  out  of  our  way  to  not  use  it  and  say  that  we  don’t 
do  environmental  audits,  because  people  might  or  might  not  understand  the  term.  Our  challenge  in¬ 
itially  is  getting  the  message  across  and  once  we  get  the  message  across,  right,  then  they  are  on  our 
side.  (AD) 

TL:  Is  the  support  of  the  audit  partners  very  important? 

DD:  It  is  critical,  in  my  view. 

TL:  Because  of  references? 

DD:  Well,  they  are  their  clients  to  them  and  it  is  very  much  that  thought.  I  mean,  sure  they  are  the  firm 
clients,  but  if  [the  audit  partners]  have  got  a  good  relationship  with  their  clients,  and  hopefully  they  do, 
they  are  key.  They  can  be  mandated  I  am  sure,  but  that  doesn't  work  effectively.  (DD,  Chartered 
Accountant) 

So  there  is  that  cynicism  thing,  you  think  ‘on  the  backs  of  the  audit  practice  again’  and  the  poor  audit 
partners  are  kind  of just  sick  of  being  the  dog  meat  of  the  firm.  (DD,  Chartered  Accountant) 

—  as  an  audit  partner  I  can  relate  to  this  and  say  ‘great,  I  already  have  got  a  terrible  recovery  on  this 
job  and  then  I  have  to  have  my  staff  fill  out  a  fifty  page  check  list  and  have  specialists  from  that  group 
come  in  and  review  that  check  list  and  in  fact  all  it  is,  is  a  marketing  tool  for  them  to  market  their  serv¬ 
ices  to  my  client  and  I  am  going  to  pay  for  it’ .  (DD,  Chartered  Accountant) 

TL:  What  was  the  reaction  from  the  partners? 

R:  I  think  the  reaction  of  the  general  practitioners  was,  um.  I'd  have  to  say  it  wasn't,  they  weren't 
jumping  up  and  down.  They  weren't  all  excited  about  going  out  and  doing  this  thing,  maybe  fear  of  the 
unknown,  not  really  comfortable  with  carrying  out  one  of  these  reviews.  (JP) 

Certainly,  we  have  a  taskforce  and  I'm  a  member  of  the  taskforce  within  the  firms  across  Canada  in 
terms  of  developing  more  strategy  in  terms  of  handling  this.  I  would  think  we  will  be  consistent  with  the 
CICA’s  plans  (IR) 


Despite  the  pressures  felt  by  audit  practices  over  the  last  several  years,  audit  still 
dominates  the  revenue  structure  of  most  large  CA  firms.  The  overall  importance  of  audit 
to  the  firms  and  the  potential  implication  of  audit  in  environmental  services  both  contribute 
to  the  criticality  of  audit  partners  in  the  offering  of  environmental  services.  The  support  of 
audit  partners  for  the  introduction  of  new  services  seems  to  be  made  problematic  by  the 
increasing  importance  of  non-audit  services;  for  most  of  this  century,  professional  ac¬ 
countants  have  provided  services  which  were  not  directly  related  to  their  audit  function 
(Montagna,  1974:  33). 

What  these  comments  refect  is  the  very  unsettled  nature  of  environmental  audit  in 
professional  accounting.  It  is  unclear  to  both  audit  partners  and  environmental  audit  spe¬ 
cialists  what  exact  form  environmental  services  will  take  in  their  firms;  there  is  at  this  point 
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a  broad  range  of  services  which  fall  under  the  rubric  of  environmental  audit,  each  with  its 
own  implications  in  terms  of  relationship  to  financial  audit. 

One  of  the  difficulties  associated  with  establishing  an  environmental  practice  in  a 
large  Canadian  CA  firm  is  that  although  a  large  firm  can  utilize  advertising  which  draws  on 
its  national  profile  and  which  takes  advantage  of  economies  of  scale  in  the  form  of  com¬ 
mon  promotional  and  advertising  materials  among  the  Canadian  offices,  new  services, 
including  environmental  audit,  suffer  from  a  dearth  of  ‘qualified’  specialists.  So,  the 
creation  of  a  national  practice  group  in  environmental  services,  as  one  major  CA  firm  did 
in  early  1992,  may  mean  that  the  work  done  by  the  group  will  draw  on  a  limited  number  of 
CAs  from  a  limited  number  of  locations,  even  though  the  demand  for  their  services  may  be 
spread  across  many  different  local  offices.  The  reaction  of  some  firms  to  this  dilemma  is 
the  development  of  integrative  mechanisms  which  can  facilitate  the  consistent  production 
of  environmental  services  across  local  offices. 
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Buyer  and  Supplier  Power  for  Environmental  Services 

Table  4.7  summarizes  the  relative  power  of  clients  and  accountants  (buyers  and 
suppliers)  in  the  delivery  of  environmental  audit  services.  The  table  is  organized  according 
to  the  four  external  services  and  the  internal  relationships  discussed  above.  Each  service  is 
examined  with  respect  to  the  bargaining  leverage  and  price  sensitivity  of  clients,  as  sug¬ 
gested  by  Porter’s  (1980)  model  of  industry  analysis.  For  each  factor  affecting  bargaining 
leverage  and  price  sensitivity,  the  services  are  examined  and  assigned  a  ‘score’.  A  ‘+’ 
indicates  that  this  factor  favors  the  accounting  firm,  while  a  indicates  it  favors  the 
client,  and  a  indicates  that  neither  accounting  firm  nor  client  are  obviously  favored 
with  respect  to  this  element.  “Summary”  scores  are  simply  the  additive  net  result  of  the 
individual  aspect  scores.  This  approach  is  meant  only  as  a  rough  heuristic  with  respect  to 
their  relative  negotiating  positions  and  is  not  meant  to  imply  either  that  each  of  the  aspects 
is  equal  in  importance  or  that  their  scores  represent  some  interval  measure  of  power. 


Table  4.7 

Client  Negotiation  Position  vis  a  vis  Accounting  Firms’  Environmental 

Services 

Bargaining  leverage 

Price  sensitivity 

1.  Buyer  vs.  firm  concentration 

1.  Product  differences 

2.  Buyer  volume 

2.  Brand  identity 

3.  Buyer  switching  costs 

3.  Impact  on  quality/performance 

4.  Ability  to  integrate  backward 

4.  Buyer  profits 

5.  Substitute  products 

5.  Decision  makers’  incentives 

Environmental 

1.  +  Few  CA  firms,  many  potential 

1.  +  There  are  a  broad  variety  of 

consulting 

clients.* 

products  available  under  the  ru- 

2.  -  Currently,  Firms’  environ- 

brie  of  environmental  consult- 

mental  services  are  dominated 

ing. 

by  individual  clients 

2.  -  Chartered  Accountants  are  not 

3.  -  Clients  can  easily  switch 

immediately  associated  with  en- 

consultants. 

vironmental  consulting,  so  their 

4.  —  Many  potential  clients  can 

ability  to  capitalize  on  their 
identity  as  a  profession  is  lim- 

perform  these  services  internally 

ited. 

5.  -  There  are  many  credible. 

3.  ?  Impacts  will  vary  with  the  dif- 

substitute  products  available 

ferent  consulting  services. 

from  other  professions  including 

4.  -  Many  industries  with  high 

engineers,  lawyers  and 

environmental  impacts  have  suf- 

consultants 

fered  downturns  in  the  late 

Summary: - 

1980s  and  1990s  (e.g.,  petro- 

Clients  have  significant  bargaining 

leum). 

leverage. 

5.  —  Most  of  these  services  would 

not  be  considered  critical  by  cli¬ 
ents. 

Summary:  — 

Clients  will  likely  be  highly  price 
sensitive. 
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Table  4.7  (cont.) 

Site  assessments 

1.  +  Few  CA  firms,  many  potential 

1.  -  Site  assessments  are  not 

clients. 

highly  differentiable. 

2.  +  Site  assessments  are  discrete 

2.  -  Chartered  Accountants  are  not 

operations,  required  by  a  large 

immediately  associated  with  site 

number  of  clients  including  fi- 

assessments,  so  their  ability  to 

nancial  institutions. 

capitalize  on  their  identity  as  a 

3.  —  Clients  can  easily  switch  con- 

profession  is  limited. 

sultan  ts. 

3.  +  Site  assessments  are  often 

4.  +  Generally,  an  independent  as- 

mandated  for  clients  by  external 

sessor  is  required. 

agencies. 

5.  -  There  are  many  credible. 

4.  ?  Site  assessments  are  required 

substitutes  available  from  other 

by  companies  in  various  indus- 

professions  including  engineers. 

tries  with  different  profitabili- 

and  environmental  consultants. 

ties. 

Summary:  + 

5.  +  Potential  environmental  li- 

Clients  and  accounting  firms  have 

abilities  create  strong  incentives 

some  bargaining  leverage. 

for  decision  makers. 

Summary:  ~ 

Clients  will  likely  be  somewhat  price 
sensitive. 

Operational  compli- 

1.  +  Few  CA  firms,  many  potential 

1 .  -  Compliance  assessments  are 

ance  assessments 

clients. 

not  highly  differentiable. 

2.  ~  Currently,  no  CA  firms  are  * 

2.  —  Chartered  Accountants  are  not 

providing  compliance  assess- 

immediately  associated  with  site 

ments. 

assessments,  so  their  ability  to 

3.  +  Compliance  assessments  can 

capitalize  on  their  identity  as  a 

require  a  deep  knowledge  of  cli- 

profession  is  limited.  In  con- 

ent  operations,  so  switching 

trast,  this  is  a  strong  point  for 

costs  are  high. 

lawyers. 

4.  +  Generally,  an  independent  as- 

3.  +  Site  assessments  are  often 

sessor  is  required. 

mandated  for  clients  by  external 

5.  +  There  are  few  alternatives  be- 

agencies. 

cause  compliance  assessments 

4.  ?  Site  assessments  are  required 

demand  legal  expertise. 

by  companies  in  various  indus- 

Summary:  +  +  +  + 

tries  with  different  profitabili¬ 
ties. 

Operational  compliance  assessments 

offer  little  bargaining  leverage  to  the 

5.  +  Potential  environmental  li- 

client.  If  CA  firms  could  engage  in 

abilities  create  strong  incentives 

this  practice,  they  would  be  in  a 

for  decision  makers. 

strong  position.  Currently,  however. 

Summary:  ~ 

the  practice  is  dominated  by  law 

Clients  will  likely  be  somewhat  price 

firms. 

sensitive. 
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Table  4.7  (cont.) 

Environmental  man¬ 
agement  systems  as¬ 
sessments 


1.  +  Few  CA  firms,  many  potential 
clients. 

2.  -  Currently,  firms’  environ¬ 
mental  systems  assessments  are 
dominated  by  individual  clients 

3.  +  Environmental  systems  as¬ 
sessments  can  require  a  deep 
knowledge  of  client  operations, 
so  switching  costs  are  high. 

4.  -  Is  sometimes  carried  out  by 
internal  environmental  systems 
specialists. 

5.  -  There  are  many  credible, 
substitute  products  available 
from  other  professions  including 
engineers,  lawyers  and  consult¬ 
ants. 

Summary:  - 

Clients  will  have  bargaining  lever¬ 
age  to  the  extent  that  they  have 
in-house  expertise  or  have  not  in¬ 
vested  a  great  deal  educating  the  ac¬ 
counting  firm  with  respect  to  their 
systems.  " 


1.  +  Differentiable  on  issues  of 
depth  and  specific  expertise. 

2.  ~  Chartered  accountants  are 
highly  associated  with  manage¬ 
ment  and  control  systems  but 
not  specifically  with  environ¬ 
mental  systems,  so  their  ability 
to  trade  on  their  professional 
identity  will  be  mixed. 

3.  +  Environmental  systems  as¬ 
sessments  can  be  critical  in  a 
company’s  legal  defense  when 
some  environmental  impact  oc¬ 
curs. 

4.  -  Many  industries  with  high 
environmental  impacts  have  suf¬ 
fered  downturns  in  the  late 
1980s  and  1990s  (e.g.,  petro¬ 
leum). 

5.  +  Potential  environmental  li¬ 
abilities  create  strong  incentives 
for  decision  makers. 

Summary:  +  + 

Clients  will  be  only  slightly  price 

sensitive. 
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Table  4.7  (cont.) 

Intra-organizational 
relations  (services  to 
partners) 


1.  —  Although  there  are  more  non- 
environmental  partners  than 
environmental  partners  within 
the  accounting  firms,  the  non- 
environmental  partners  (and  es¬ 
pecially  audit  partners)  each 
control  access  to  a  much  greater 
number  of  potential  clients. 

2.  -  Environmental  accountants 
generally  expect  at  least  half  of 
their  work  to  be  generated  from 
their  internal  contacts,  so  that 
the  audit  partners  will  control  a 
large  portion  of  their  work. 

3.  +  Audit  partners  are  highly  un¬ 
likely  to  go  outside  of  their  own 
firms  for  environmental  audit 
expertise. 

4.  +  Audit  partners  are  unlikely  to 
move  into  environmental  serv¬ 
ices,  other  than  in  cooperation 
with  their  environmental  part¬ 
ners. 

5.  +  Audit  partners  are  unlikely  to 
utilize  other  professionals  in 
preference  to  their  own  envi¬ 
ronmental  partners. 

Summary:  + 

Audit  partners  and  environmental 

partners  each  have  some  bargaining 

leverage. 


1 .  ~  The  choice  for  most  audit 
partners  will  not  be  concerned 
with  which  environmental  serv¬ 
ice  to  utilize,  but  whether  to 
utilize  their  own  firm’s  and  to 
what  extent,  so  differentiation 
will  not  be  a  strong  issue. 

2.  ~  The  choice  for  most  audit 
partners  will  not  be  concerned 
with  which  environmental  serv¬ 
ice  to  utilize,  but  whether  to 
utilize  their  own  firm’s  and  to 
what  extent,  so  brand  identity 
will  not  be  a  strong  issue. 

3.  “  Currently,  environmental 
services  are  not  generally  con¬ 
sidered  to  be  critical  to  most 
audit  partners. 

4.  -  Accounting  firms,  and  audit 
practices  in  particular,  have  suf¬ 
fered  from  a  significant  eco¬ 
nomic  downturn. 

5.  -  Audit  partners  may  be  reluc¬ 
tant  to  allow  more 
‘piggybacking’  on  their  audit 
relationships. 

Summary: - 

Audit  partners  will  likely  be  very 

‘price’/cost  sensitive. 


The  four  services  differ  markedly  with  respect  to  the  level  of  bargaining  leverage 
and  price  sensitivity.  Based  on  these  two  dimensions,  environmental  consulting  is  the  least 
attractive  service  for  accountants  to  offer.  Clients  are  likely  to  be  very  price  sensitive 
because  of  the  recent  recession,  the  lack  of  a  ‘brand’  association  of  professional  account¬ 
ants  with  environmental  services,  and  the  perceived  ‘non-critical’  nature  of  environmental 
consulting  services.  Similarly,  clients  have  significant  bargaining  leverage  regarding  this 
service  because  of  the  relatively  few  active  clients,  low  switching  costs,  the  possibility  for 
many  clients  to  take  on  these  tasks  internally,  and  the  very  credible  presence  of  alternative 
sources  such  as  engineering  firms,  law  firms  and  other  science-based  consulting  firms. 

Site  assessments  and  operational  compliance  assessments  are  the  two  most  attrac¬ 
tive  services  to  offer  from  the  suppliers  perspective,  but  both  services  hold  limited  oppor¬ 
tunities  for  professional  accountants.  Clients’  bargaining  leverage  with  respect  to  site 
assessments  is  limited  by  the  large  number  of  potential  clients  and  the  need  for  an  inde¬ 
pendent  assessor.  Price  sensitivity  for  this  service  is  increased  by  the  low  level  of  differ¬ 
entiation  (similar  to  financial  audit)  and  clients’  lack  of  identification  of  professional  ac- 
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countants  with  this  service.  It  is  decreased,  however,  by  external  mandates  and  strong 
incentives  for  individual  decision  makers  in  the  form  of  potential  fines  and  law  suits  should 
some  environmental  mishap  occur.  Operational  compliance  assessments  present  little 
bargaining  leverage  for  clients:  switching  costs  are  high  because  the  service  requires  a 
deep  understanding  of  client  operations;  clients  cannot  integrate  backward  because  of  the 
need  for  an  independent  assessor,  and  the  legal  expertise  required  limits  substitutes.  Price 
sensitivity  regarding  operational  compliance  assessments  is  somewhat  higher  than  bargain¬ 
ing  leverage,  largely  because  the  end-product  is  not  highly  differentiable.  Neither  site 
assessments  nor  operational  compliance  assessments  hold  much  promise  for  professional 
accountants,  however,  because  of  their  requirements  for  scientific  and  legal  expertise 
respectively.  Engineers  and  other  natural-science-based  professionals  tend  to  dominate 
site  assessments,  while  lawyers  control  the  provision  of  operational  compliance  assess¬ 
ments.  Thus,  the  two  most  attractive  services  are  largely  beyond  the  scope  of  professional 
accounting. 

According  to  both  the  CICA  and  the  individual  accountants,  environmental  man¬ 
agement  system  assessments  are  where  professional  accountants  are  likely  to  have  the 
highest  level  of  involvement.  These  services  are  also  promising  based  on  the  analysis  of 
client  bargaining  leverage  and  price  sensitivity,  although  not  as  attractive  as  site  assess¬ 
ments  and  compliance  assessments.  Bargaining  leverage  favors  clients  slightly  based  on 
the  current  domination  of  accounting  firms  by  a  few  large  clients,  the  potential  for  internal 
integration  by  clients,  and  the  availability  of  a  large  number  of  substitute  products. 
However,  once  a  service  relationship  is  established,  switching  costs  due  to  the  depth  of 
client-specific  knowledge  required  by  the  service  provider.  On  the  positive  side,  clients 
are  not  likely  to  be  highly  price  sensitive:  environmental  management  systems  are  suffi¬ 
ciently  complex  for  there  to  exist  quality  differences  among  the  services  provided  by  vari¬ 
ous  firms;  the  independent  assessment  of  environmental  systems  can  be  a  critical  element 
in  a  company’s  legal  defense  should  a  mishap  occur;  and  the  Canadian  Environmental 
Protection  Act  specification  of  large  potential  fines  for  directors  and  officers  provides 
significant  incentives  for  individual  decision  makers. 

Overall,  the  intensity  of  competition  for  the  value  added  by  environmental  services 
among  accountants  and  their  clients  is  not  very  intense.  Although  the  most  attractive 
services  are  controlled  by  other  professionals  and  environmental  consulting  favors  the 
client,  the  most  important  service,  environmental  management  systems  assessment  pre¬ 
sents  a  strong  opportunity  for  professional  accountants.  This  is  recognized  by  the  CICA 
in  their  analysis,  by  the  individual  accountants  in  their  comments  and  in  the  analysis  of 
buyer  and  supplier  power  based  on  the  industrial  organization  model  of  industry. 

The  final  vertical  relationship  is  within  professional  accounting  firms  among  envi¬ 
ronmental  accountants  and  their  partners.  The  organization  of  this  set  of  relationships 
differs  from  that  of  the  external  services  in  that  it  takes  place  within  a  structure  with  a 
much  stronger  ‘hierarchical’  component  and  a  weaker  ‘market’  component. 

Consequently,  the  labels  ‘buyer’  and  ‘seller’  are  more  problematic.  Nevertheless,  the 
notions  of  ‘bargaining  leverage’  and  ‘price  sensitivity’  can  be  applied  in  a  relatively 
straightforward  fashion.  The  most  critical  internal  constituency  are  the  partners 
responsible  for  audit  and  other  activities  that  might  utilize  environmental  services.  The 
bargaining  leverage  of  these  ‘financial  partners’  is  increased  by  their  control  of  access  to 
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clients  and  the  large  proportion  of  environmental  work  expected  to  come  from  internal 
sources.  However,  financial  partners  are  unlikely  to  go  outside  of  their  own  firm  for 
environmental  services  if  the  are  available  internally  and  are  also  unlikely  to  integrate 
environmental  concerns  into  their  own  personal  practices.  The  more  important  source  of 
‘buyer  power’  for  financial  partners  is  their  price  sensitivity.  Environmental  services  are 
not  generally  seen  as  high  priority  by  most  financial  partners,  especially  in  light  of  the 
recent  economic  problems  suffered  by  most  accounting  firms  and  the  incentives  for 
individual  financial  partners  to  promote  environmental  services  are  very  low. 

Summary  of  vertical  relationships 

The  term  environmental  audit  does  not  present  a  singular,  unified  understanding. 
Rather  it  suggests  a  range  of  possibilities  that  can  be  categorized  into  at  least  four  catego¬ 
ries  of  activity:  environmental  consulting;  site  assessments;  operational  compliance  as¬ 
sessments;  and  environmental  management  system  assessments.  Each  category  has  its 
own  profile  with  respect  to  the  analyses  of  the  CICA  and  individual  accountants,  and  with 
respect  to  their  associated  buyer-supplier  relations. 

The  CICA  analysis  focuses  on  the  relationship  between  each  of  the  four  service 
categories  and  financial  audit  in  terms  of  five  criteria  —  objectivity,  criteria,  verifiable 
assertions,  nature  of  results,  and  evidence.  Because  of  this  focus,  the  CICA  report  argues 
that  none  of  the  services  generally  associated  with  environmental  audit  constitute  ‘audit’ 
according  to  their  definition.  Implicitly,  this  argument  suggests  a  limited  role  for  account¬ 
ants  in  environmental  audit.  However,  individual  accountants  suggest  that  they  have  im¬ 
portant  roles  to  play  in  all  of  those  services,  even  taking  the  lead  in  at  least  one  area. 
Although  many  of  the  individual  accountants  are  optimistic  with  respect  to  their  potential 
roles  in  the  area,  they  are  also  realistic  in  their  assessment  of  their  current  involvement. 

To  this  point,  few  accountants  have  had  more  than  one  or  two  clients  for  their  environ¬ 
mental  services. 

The  industrial  organization  model  of  industry  is  used  here  to  examine  which,  if  any, 
of  the  environmental  services  will  provide  an  attractive  environment  for  professional 
accountants.  Although  these  services  are  only  in  their  formative  stages,  there  is  enough 
consensus  regarding  the  general  categories  to  provide  a  speculative  analysis.  Should  there 
occur  a  radical  reconstruction,  either  through  regulatory  or  market  mechanisms  of  the 
roles  of  accountants,  lawyers,  or  other  professionals  with  respect  to  the  management  of 
corporate  environmental  responsibilities,  then  these  analyses  will  likely  change  as  well. 

For  now,  however,  I  argue  that  these  immediate  competitive  relationships  are  driving  the 
activities  of  accountants  and  other  professionals. 

Environmental  consulting  provides  the  least  attractive  environment  for  accountants 
to  practice  with  respect  to  their  situational  power  relationship  with  clients.  However,  con¬ 
sulting  is  playing  an  important  role  in  many  of  the  accountants’  practices  —  they  have 
either  moved  into  their  affiliated  consulting  practices  or  are  establishing  joint  ventures  with 
them.  This  paradox  can  be  explained  to  some  extent  by  the  limitations  for  individual  ac¬ 
countants  associated  with  the  other  three  categories  of  service.  Site  assessments  and  op¬ 
erational  compliance  assessments  are  dominated  by  other  professionals.  Accountants 
attempting  to  operate  in  these  areas  require  the  cooperation  of  either  environmental  scien¬ 
tists,  such  as  engineers  or  hydrologists,  or  lawyers.  The  necessary  cooperative  relation- 
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ship  establishes  a  barrier  to  entry  for  many  accountants,  as  those  other  professionals  do 
not  generally  see  a  strong  role  for  accountants  in  environmental  services.  The  fourth 
service  —  environmental  management  systems  assessment  —  promises  both  a  legitimate 
role  for  accountants  and  an  encouraging  buyer-supplier  relationship,  but  is  hampered  by  a 
lack  of  standards  at  the  firm,  profession,  and  governmental  levels.  The  issues  of  inter¬ 
profession  competition  and  the  development  of  standards  will  be  examined  in  more  detail 
in  the  analyses  of  horizontal  competition  and  institutional  strategies. 

Depth  and  horizontal  competition  (rivals,  potential  substitutes,  new  entrants) 

Depth  competition  and  the  threat  of  new  entrants 

Depth  competition  refers  to  the  rivalry  between  direct  competitors  for  their  con¬ 
nections  along  the  value  chain.  Each  of  a  firm’s  direct  competitors  is  reliant  on  the  same 
or  a  similar  set  of  buyer  and  supplier  connections  in  order  to  capitalize  on  its  own  pro¬ 
ductive  process.  In  the  case  of  environmental  audit,  accounting  firms  are  in  most  direct 
competition  with  other  accounting  firms.  Table  4.8  lists  accountants’  comments  regarding 
their  direct  competitors.  It  is  organized  into  two  sets,  the  first  of  which  deals  with  the 
activities  of  other  accounting  firms,  and  the  second  which  deals  with  the  potential  role  of 
accountants  vis  a  vis  other  professionals  involved  in  environmental  services. 


Table  4.8 

Activities  of  direct 
competitors  and 
intensity  of  compe¬ 
tition 


Comments  regarding  direct  competition 

TL:  Who  do  you  see  as  your  major  competitors  in  this  area? 

DD  :  Well,  they  are  varied,  certainly  the,  other  accounting  firms. 

I  would  suspect  that  to  a  large  degree  they  are  going  through  some  of  the  same 
things  that  we  are  and  not  suspecting  it— some  of  the  other  firms  have  more 
glossy  publications  out  on  the  street  about  what  they  do,  but  1  think  if  you  read 
them  closely  and  the  things  that  I  hear  internally  that  they  are  not,  in  substance, 
much  further  ahead.  (JG) 

I  don't  believe  that  our  firm's  ever  issued  an  environmental  audit  report  and  I 
don't  know  if  other  firms  have.  One  of  our  competitors  has  claimed  to  be  in  the 
business  a  little  bit  more  and  a  longer  period  of  time,  but  I  don't  know  if  they 
are  issuing  environmental  audit  reports  at  this  stage  (IR) 

I  am  not  totally  convinced  that  accountants  have  an  enormous  amount  to  offer  in 
this  area  of  environmental  auditing,  but  I  think  they  are  doing  something,  but  I 
don’t  think  that  it  is  a  practice  area  that  is  going  to  be  a  huge  area  for  the  pro¬ 
fession.  (JP) 

l  think  over  the  last  twelve  to  eighteen  months  it's  been,  in  my  perspective,  a  bit 
of  the  firms  saying  what  do  we  want  to  do  exactly  in  this  area,  because  issuing 
the  environmental  audit  reports  for  example,  which  is  something  that,  we  are 
commonly  affiliated  with  issuing  audit  reports,  but  not  environmental  audit  re¬ 
ports-  there  is  certainly  a  lot  more  of  a  risk  involved  in  an  environmental  audit 
reports  in  terms  of  exposure  if  you  are  wrong.  (IR) _ 
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Table  4.8  (cont.) 

Role  of  accountants  TL.  Do  you  think  that  it  is  up  for  grabs  in  terms  of  that  [the  CAJ  profession  is 
going  to  lead  it? 

DD:  Yeah,  I  do.  (DD,  Chartered  Accountant) 

1  would  say  if  anything  it  is  evolving  slightly  towards  the  management  perspec¬ 
tive.  People  are  getting  a  clearer  idea  that,  that  is  of  valuable  to  people—  two 
years  ago  the  people  that  said  well  of  course  the  scientific  or  engineer  are  all 
that  is  required  are  now  beginning  to  change  their  tunes  and  say,  yes  we  do  have 
issues  in  management  and  leadership,  and  yes  we  do  have  issues  with  training 
and  finally  enough  reporting  and  internal  control  systems  are  very  relevant  to 
getting  the  reports  out  the  door.  (AB) 

—we  don't  believe  that  the  accountants  alone,  or  the  lawyers  alone,  or  the  engi¬ 
neers  alone,  can  really  do  it  effectively.  Most  of  the  environmental  audits 
groups  that  are  out  there  saying  that  they  are  doing  environmental  auditing  are 
engineers  and  I  don't  want  to  take  anything  away  from  the  profession,  but  we 
know  how  to  audit,  we  know  how  to  design  the  audits,  strategise  it,  develop  it, 
test  it  and  have  it  be  verifiable  so  someone  can  go  back  and  do  it  again.  (AD ) 
Any  type  of  an  environmental  audit,  using  the  word  audit,  it  has  to  be  ap¬ 
proached  on  a  team  basis,  like  I  don't  think  accountants  are  qualified  to  perform 
an  environmental  audit.  I  don't  think  engineers  are  necessarily  qualified  to  do 
the  complete  thing  or  lawyers.  1  think  it  really  is  a  team  approach.  And  I  think 
that  the  way  the  profession  is  trying  to  get  involved,  is  /  guess  to  take  the  lead 
position  and  say  that  because  of  our  experience  in  carrying  out  audits,  that  we 
are  probably  the  best  qualified,  or  as  well  qualified  as  anybody,  to  sort  of  quar¬ 
terback  this  thing.  (JP) 

—  traditionally  in  doing  audits  we  have  had  to  rely  on  outside  expertise  in  terms 
of  getting  legal  opinions  or  getting  engineering  opinions,  labor  studies,  that  sort 
of  thing  to  justify  an  audit  opinion  and  this  is  the  same  sort  of  thing  where  you 
can  put  together  a  team  of  engineers,  an  accountant,  some  lawyers,  and  whoever 
you  need  to  sort  of  look  at  this  problem  ~(IR) 


The  comments  of  accountants  regarding  their  rivalry  with  other  accountants  sug¬ 
gests  that  the  intensity  of  direct  competition  is  quite  low.  Less  than  half  of  the  account¬ 
ants  that  I  spoke  to  had  provided  services  to  more  than  one  client.  The  focus  for  most 
accountants’  activities  was  the  development  of  expertise,  promotional  materials,  and  stan¬ 
dards,  rather  than  direct  service  to  clients.  The  second  important  issue  raised  by  the 
comments  in  Table  4.8  is  the  linkages  between  accountants  and  other  professionals.  There 
is  a  strong  recognition  on  the  part  of  accountants  that  for  many  of  the  services  within  the 
rubric  of  environmental  audit  and  services,  they  will  need  to  work  cooperatively  with 
scientists,  engineers  and  lawyers.  What  role  they  will  take  in  those  alliances  is  unclear, 
however.  The  accountants  argue  that  they  may  be  able  to  play  a  lead  role,  a 
‘quarterbacking  role’,  but  that  has  not  been  demonstrated. 

Although  the  term  ‘audit’  is  closely  associated  with  the  accounting  profession,  in 
other  respects  environmental  services  are  not  so  associated.  None  of  the  lawyers,  envi¬ 
ronmental  managers  or  the  environmental  activist  in  the  sample  of  interviewees  had  had 
any  dealings  with  professional  accountants  with  respect  to  environmental  concerns.  This 
may  be  partially  due  to  the  area’s  recency  and  the  relative  importance  of  legislation  and 
regulation  over  competitive  concerns;  neither  the  reactions  of  many  companies  to  new 
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legislation  nor  the  activities  of  environmental  groups  have  included  an  emphasis  on  corpo¬ 
rate  environmental  control  and  information  systems  to  which  the  CAs  see  themselves  as 
especially  well  suited. 

Potential  substitutes 

Environmental  services  are  provided  by  a  number  of  different  professions.  Table 
4.9  catalogs  some  of  the  comments  made  by  accountants  regarding  other  professionals  in 
the  area,  organized  by  profession. 


Table  4.9 

Other  professions 

Engineers 

Comments  regarding  other  professions 

Well,  certainly  at  this  point  in  time  we  rely  on  other  specialists,  whether  it  be  an 
engineer,  or  lawyer,  or  appraiser  depending  on  what  types  of  things  that  we  are 
involved  in.  —  So  I  think  we  will  certainly  work  closely  with  engineers  in  terms 
of  reviewing  engineering  data  —  And  they  utilize  that  information  to  accumu¬ 
late  the  total  cost  for  example  of  the  claim  or  to  incur  liability  —  clean-up  costs. 
(MM,  Chartered  Accountant) 

...if  I  were  acting  for  a  client  who  was  looking  at  purchasing  some  property  and 
he  hadn't  already  considered  that  he  should  review,  have  an  environmental  audit 
performed,  then  I  would  suggest  that  he  have  that  done  and  I  could  refer  him  to 
two  or  three  different  engineering  firms  to  provide  him  the  type  of  report  at  this 
point  in  time.  (MM,  Chartered  Accountant) 

In  Calgary  the  main  competition  comes  from  the  engineering  base.  (AB) 

But  so  what  we  did  was  a  strategic  alliance  with  a  small  boutique  environmental 
engineering  firm  —  We  were  looking  to  cU)  something  with  someone  so  that  we 
could  then  have  some  consistency  so  we  would  always  know  and  our  clients 
would  always  know  where  this  person  was  coming  from.  (AD) 

[ Engineers ]  are  bit  brain  dead,  I  mean,  just  like  use  a  medical  doctor  or  a  den¬ 
tist,  I  mean  these  people  seemed  to  play  no  life  in  the  part  of  the  political  life  of 
the  country.  Lawyers  do,  they  are  trained  to  with  hold  the  law— lawyers  seem  to 
have  an  interest  in  that  area,  because  they  are  interested  in  making  people,  en¬ 
couraging  people  to  come  to  their  point  of  view— debating  with  people  and  trying 
these  people  to  do  things.  (DT,  lawyer) 
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Table  4.9  (corn.) 

Other  professions: 
Lawyers 


[Speaking  on  why  their  firm  does  not  strike  an  exclusive  alliance  with  a  single 
law  firm,  as  they  did  with  an  engineering  firm]  Why,  well  you  know  all  of  the 
[law]  firms  in  town  are  very  good  and  highly  respected.  We  have  a  lot  of  law 
firm  clients.  Some  specialize  in  certain  industries  —  there  are  a  lot  of  reasons 
for  one  guy  being  the  best  guy  in  a  certain  circumstance.  Our  clients  all  have 
different  corporate  capital  —  we  would  want  and  we  tend  to  use  the  firm  that 
they  use  for  their  other  legal  work.  Lawyers  and  accountants  work  together  on 
all  kinds  of  things  so  we  have  all  kinds  of  relationships  with  them  and  we  would- 
n  t  want  to  sever  any  of  them.  (DD,  Chartered  Accountant) 

Most  of  them  aren't  interested  in  doing  what  I  guess  I  would  call  quasi-consult- 
ing  —  they  are  there  to  deal  with  advice  on  the  law.  There  are  some  environ¬ 
mental  lawyers  in  town  that  will  tell  you  that  they  intend  to  do  the  kinds  of  things 
I  ve  told  you  that  we  intend  to  do  in  terms  of  helping  develop  policies  and  pro¬ 
cedures.  (DD,  Chartered  Accountant) 

TL:  Do  you  have  enough  in  house  expertise  in  terms  of  monitoring  the  regula¬ 
tions. 

AD  :  We  have  been  all  boning  up  ourselves  for  sure.  We  will  not  give  compliance 
opinions  -  we  are  not  lawyers,  but  we  need  to  know  enough  about  those  regula¬ 
tions  ourselves  in  order  to  be  knowledgeable.  (DD) 

So  we  have  had  about  a  dozen  lawyers  working  on  the  different  cases  on  the  Old 
Man.  So  certainly  I  have  a  very  good  handle  on  the  legal  perspective-on  the 
role  of  lawyers  in  the  environmental  issues.  Accountants  role  primarily  has  been 
auditing  books  and  that  sort  of  thing,  but  I  think  economists  have  a  major  role 
and  I  don’t  whether  an  accountant  can  play  that  role,  but  economists  have  a 
major  role  to  play  and  that  is  in  environmental  assessment.  (MK) 

—  there  is  a  bunch  of  good  environmental  lawyers  around,  you  know,  Calgary 
has  a  bunch,  and  Edmonton  is  still  relatively  a  small  knit  society,  and  I  don't 
know  there  is  number  of  firms....  Every  firm  over,  I  would  say  twenty  lawyers, 
will  have  somebody  to  tell  you  that  they  practice  environmental  law,  because 
they  are  not  going  to  miss  that  niche.  (DL) 

There  are  areas  where  you  do  need  legal  interpretation,  but  most  of  the  regula¬ 
tions  which  exist  in  the  country  as  far  as  environment  goes  are  more  prescrip- 
tive-they  say  you  can  only  put  out  fifteen  grams  per  hour  of  this  compound.  You 
don't  need  to  be  much  of  a  lawyer  to  know  that  fifteen  grams  is  fifteen  grams  and 
an  hour  is  an  hour.  (RO,  environmental  specialist) 


Engineers  enjoy  a  highly  legitimate  relationship  with  environmental  services. 
Accountants,  lawyers  and  activists  all  see  a  necessary  and  productive  role  for  several  dif¬ 
ferent  types  of  engineer.  All  of  the  accountants  that  I  spoke  to  discussed  the  need  for 
cooperation  between  engineers  and  accountants,  with  various  forms  of  relationship  sug¬ 
gested.  Some  accountants  saw  the  client  as  orchestrating  the  contributions  of  the  different 
professions,  while  others  saw  accountants  taking  a  stronger  leadership  role.  One  firm  has 
developed  a  joint  venture  with  an  engineering  firm  as  a  means  of  gaining  access  to  that 
type  of  expertise.  Lawyers  have  less  well  developed  environmental  practices  than  do  the 
engineers,  but  they  are  still  ahead  of  the  accountants.  There  are  a  few  lawyers  in  Alberta 
with  well-developed  environmental  practices  and  many  who  have  recently  become  in¬ 
volved  with  environmental  cases.  The  lawyers  are  able  to  engage  some  clients  on  a  volun¬ 
tary  basis  in  order  to  increase  their  exposure  and  expertise  in  the  area.  The  expanded 
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presence  of  American  environmental  activist  groups  with  their  penchant  for  legal  strate¬ 
gies  and  the  growth  in  similar  tactics  by  Canadian  activist  groups  has  significantly  in¬ 
creased  the  demand  for  voluntary  and  low-cost  legal-environmental  services. 

The  intensity  of  depth  and  horizontal  competition 

Tables  4.10,  4.1 1  and  4.12  examine  the  competitive  intensity  between  accounting 
firms  as  direct  rivals  and  potential  new  entrants,  and  among  accounting  firms  and  other 
professional  groups  as  substitutes  for  one  another. 


Table  4.10: 

Rivalry  determinants 

1. 

Industry  growth 

+ 

Focus  of  Turns  is  on  generating  new  business  and  increas¬ 
ing  volume,  rather  than  on  market  share. 

2. 

Fixed  costs/value  added 

+ 

There  are  very  low  fixed  costs  because  the  primary  assets 
(professional  accountants)  are  able  to  use  their  time  at 
other  activities  as  well. 

3. 

Intermittent  overcapacity 

+ 

Because  the  environmental  services  are  much  less  cyclical 
than  audit  and  tax  services,  they  do  not  suffer  from  the 
same  overcapacity  problems. 

4. 

Product  differences 

The  degree  of  product  differentiation  varies  by  the  type  of 

service. 

5. 

Brand  identity 

In  general,  chartered  accountants’  professional  identities 
are  not  well  recognized  or  preferred  with  respect  to  envi¬ 
ronmental  services. 

6. 

Switching  costs 

The  switching  costs  for  clients  vary  by  the  type  of  service. 

7. 

Concentration  and  bal¬ 
ance 

Although  the  chartered  accounting  industry  is  quite  con¬ 
centrated,  the  environmental  services  market  is  much  less 
so.  Many  small  and  large  firms  are  beginning  to  enter  the 
market  and  no  firm  or  small  set  of  firms  has  a  dominant 
share. 

8. 

Diversity  of  competitors 

+ 

The  chartered  accounting  industry  is  relatively  homogene¬ 
ous,  although  there  are  some  cultural  differences  between 
firms. 

9. 

Corporate  stakes 

+ 

Environmental  services  is  not  considered  a  critical  part  of 
most  firms’  business. 

10. 

Exit  barriers 

+ 

The  exit  barriers  to  environmental  services  are  currently 
small  because  the  practitioners  involved  are  either  working 
in  another  area  as  well,  or  would  easily  be  able  to  move 
back  to  other  services. 

Summary: 

+  +  +* 

Competitive  rivalry  is  low  at  present. 

^Summary  scores  are  prorated  to  a  range  of  -5  to  +5  ,  so  that: 

(  5  N 

Summary  Score  =  Simple  sum  of  scores  x - 

V  Number  of  items 

e.g..  Rivalry  Score  =  (+5)  x  — =  (+2.5)  =  (+  +  +) 

V  10 

Consistent  with  the  comments  of  individual  accountants,  the  industrial  organization 
approach  suggests  that  the  intensity  of  rivalry  between  accounting  firms  engaged  in  envi¬ 
ronmental  services  is  quite  low.  High  industry  growth,  low  fixed  costs,  low  brand/firm 
recognition,  a  relatively  homogeneous  set  of  competitors,  low  stakes  and  low  exit  barriers 
provide  an  environment  in  which  rivalry  will  not  be  the  primary  concern. 
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Table  4. 1 1  considers  the  threat  of  other  accounting  firms  entering  the  environ¬ 
mental  services  industry. 


Table  4. 11 

Threat  of  new  entrants 

1.  Economies  of  scale 

The  majority  of  the  costs  associated  with  professional  services 
are  variable,  so  that  scale  economies  are  not  relevant.  Size  is 
not  a  significant  strategic  either;  because  environmental  serv¬ 
ices  are  in  their  infancy,  clients  are  not  yet  demanding  the  na¬ 
tional  and  international  service  agreements  that  they  have 
with  audit  services. 

2.  Proprietary  product 
differences 

— 

3.  Brand  identity 

None  of  the  accounting  firms  has  generated  a  significant 
enough  reputation  with  respect  to  environmental  services  that 
it  would  act  as  a  barrier  to  entry.  However,  the  ‘big  six’  are 
attempting  to  trade  on  their  established  reputations  in  their 
entrance  into  environmental  services. 

4.  Capital  requirements 

- 

Environmental  services  are  not  capital  intensive. 

5.  Access  to  distribution 

- 

Distribution  is  not  a  significant  issue. 

6.  Absolute  cost  advan- 

- 

Extant  firms  do  not  have  either  proprietary  learning  curves. 

tages 

special  access  to  inputs  or  proprietary  knowledge  advantages. 

7.  Government  policy 

— 

There  is  no  significant  public  policy  limiting  accountants  or 
other  professionals  entrance  into  environmental  services. 

8.  Expected  retaliation 

The  interdependence  of  accounting  firms’  environmental 
service  practices  are  sufficiently  low  that  retaliation  for  market 
entrance  is  highly  unlikely  at  this  time. 

Summary: 

-  The  barriers  to  entry  of  environmental  services  for  other  ac- 
counting  firms  are  very  low. 

The  threat  of  new  accounting  firms  entering  into  environmental  services  is  very 
high.  If  the  field  develops  into  a  profitable  area  of  practice,  it  should  be  expected  that  a 
large  number  of  firms  will  enter,  likely  driving  down  its  associated  profitability.  This 
would  increase  the  competitive  intensity  associated  with  direct  rivalry.  At  this  point,  how¬ 
ever,  the  threat  of  new  entrants  is  not  a  serious  competitive  concern  because  of  the  ex¬ 
tremely  low  level  of  direct  competition  among  accounting  firms. 

The  usual  method  of  assessing  the  competitive  threat  from  potential  substitutes  is 
to  consider  the  dynamics  associated  with  profits  and  price/performance  ratios  in  the  substi¬ 
tute  industry.  In  this  case,  however,  it  is  the  other  professions  that  are  more  well  estab¬ 
lished  in  the  delivery  of  environmental  services,  especially  with  respect  to  site  assessments 
and  operational  compliance  assessments.  Consequently,  I  will  examine  the  factors  that 
affect  the  potential  for  accountants  to  act  as  substitutes  for  environmental  scientists  and 
engineers  in  this  area,  as  well  as  the  reverse. 
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Table  4.12  Threat  of  substitution 

1.  Relative  -  Accountants  are  only  credible  substitutes  for  other  profession- 

price/performance  of  als  in  a  few  areas,  where  their  auditing  skills  and  familiarity 

substitutes  with  control  systems  might  be  advantageous.  In  contrast, 

other  professionals  present  a  credible  substitute  for 
accountants  in  several  of  the  service  areas.  The  relative 
‘ price/performance ’  of  these  alternatives  is  unclear,  partially 
because  the  criteria  for  performance  evaluation  are  not  well 
established.  Where  other  professionals  are  ‘necessary’,  how¬ 
ever,  their  price/perforaiance  will  be  superior  to  accountants 
whose  contribution  might  be  considered  ‘optional’  by  the  cli¬ 
ents. 

2.  Switching  costs  -  There  are  significant  switching  costs  associated  with  some  of 

the  environmental  services,  but  these  services  are  dominated 
by  professions  other  than  accounting  (e.g.,  compliance  as¬ 
sessments  are  dominated  by  the  legal  profession).  For  other 
services  (e.g.,  consulting  and  site  assessments)  the  switching 
costs  are  not  high). 

Summary:  - There  are  a  large  number  of  substitutes  presented  by  other  pro¬ 

fessions,  many  of  which  are  more  well  established  with  greater 

_ legitimacy  than  are  those  offered  by  accountants. _ 


The  well  established  position  of  substitute  professionals  and  the  relatively  high  cost 
of  switching  from  them  to  accountants  makes  this  dimension  the  most  serious  competitive 
threat  to  professional  accountants  interested  in  providing  environmental  services.  The 
range  of  engineers,  environmental  scientists  and  lawyers  each  have  strong  affiliations  with 
particular  aspects  of  environmental  services  that  will  be  difficult  for  accountants  to  chal¬ 
lenge.  The  competitive  disadvantage  of  accountants  may  also  make  their  plans  for  coop¬ 
eration  and  leadership  in  the  area  problematic.  It  is  unlikely  that  any  of  these  other  pro¬ 
fessionals  are  looking  for  leadership  from  a  group  that  is  not  nearly  as  well  established  in 
the  area  as  they  are. 

Summary  of  horizontal  and  depth  relationships 

The  most  significant  issue  with  respect  to  horizontal  and  depth  relationships  con¬ 
cern  inter-profession  competition  and  cooperation.  Accountants  do  not  constitute  a  highly 
competitive  set  of  direct  rivals;  their  practices  are  not  well  developed  and  the  competitive 
factors  suggest  a  low  intensity  to  their  rivalry.  Although  the  barriers  to  entry  for  new 
accountants  and  accounting  firms  to  enter  into  the  environmental  services  industry  are 
very  low,  this  factor  is  not  highly  significant  at  this  time  because  of  the  extremely  low  level 
of  direct  competition;  there  is  still  plenty  of  room  for  more  players.  In  contrast,  substitu¬ 
tion  from  other  professionals,  including  engineers,  lawyers  and  scientists,  pose  a  strong 
and  immediate  competitive  threat.  The  necessary  expertise  for  site  assessments  and  op¬ 
erational  compliance  assessments,  and  to  a  lesser  extent  consulting  and  environmental 
management  systems  is  controlled  by  these  other  groups.  The  high  switching  costs  of 
some  services  and  the  entrenchment,  especially  of  engineers  and  lawyers,  makes  this  di¬ 
mension  the  most  critical  for  accountants. 


Environmental  Audit 


92 


Summary  of  relationships 

The  analysis  of  the  CICA,  comments  of  individual  accountants  and  the  examination 
of  competitive  relationships  based  on  industrial  organization  contribute  both  convergent 
and  divergent  perceptions.  The  CICA  analysis  focuses  on  the  relationship  between  tradi¬ 
tional  financial  audit  and  environmental  services,  and  concludes  that  while  none  of  those 
services  now  meets  their  definition  of  ‘audit’,  environmental  management  systems  assess¬ 
ments  might  in  the  future.  The  conclusion  of  the  CICA  report  is  that  the  role  of  the  ac¬ 
counting  profession  in  environmental  audit  is  very  limited.  The  comments  by  individual 
accountants  are,  in  general,  more  optimistic  than  the  CICA  report.  Accountants  have 
already  been  involved  in  environmental  consulting,  site  assessments,  some  elements  of 
compliance  assessment,  and  environmental  management  systems  design  and  assessment. 

A  critically  important  aspect  of  environmental  services  is  their  requirement  for  var¬ 
ious  professional  inputs,  from  scientists,  engineers,  and  lawyers,  as  well  as  accountants. 
Accountants  recognize  this  need  and  understand  other  professionals  both  as  potential 
collaborators  and  as  competition.  The  industrial  organization-based  analysis  of  competi¬ 
tive  forces  highlights  this  competition  as  potential  substitutes.  This  is  the  most  intensely 
competitive  dimension  faced  by  accountants  offering  environmental  services.  The  conse¬ 
quences  of  this  competition  will  be  seen  throughout  the  rest  of  the  analysis. 

Resources 

In  this  section  I  will  examine  the  resources  that  are  in  play  in  the  environmental 
audit  arena.  Situationally  significant  resources  include  the  inputs  and  legitimating  devices 
actors  need  to  carry  on  their  business  within  a  particular  competitive  situation.  This 
section  begins  with  an  examination  of  accountants’  understandings  of  the  critical  resources 
within  environmental  audit  and  then  goes  on  to  analyze  the  competitive  conditions  that 
such  resources  and  their  distribution  will  foster.  Tables  4.13,  4.14  and  4.15  document  a 
cross-section  of  the  accountants’  responses  regarding  critical  resources.  They  are 
organized  according  to  the  ‘keyword’  that  produced  the  text  items  in  the  Agenda  da¬ 
tabase. 
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Table  4.13 

Accountants’  Comments  on  Critical  Situational  Resources 

Agenda  category 

Items 

‘resource’ 

our  firms  resources  certainly  aren’t  centered  in  this  office  and  our  experts, 

probably  one  of  our  strongest  people  are  in  Vancouver—  DVS  and  there  are 
some  people  in  Toronto  too.  I  think  at  this  point  that  we  are  more  in  this  office 
trying  to  use  those  resources  and  develop  slowly  as  opposed  to  being  the  leader 
in  our  firm  and  getting  this  so  I  don't  think  that  we  are  the  core  of  that  sort  of 
practice.  (JG) 

And  I  don  t  think  that  there  is  anyone  in  our  office  here  who  /  would  say  is  quali¬ 
fied  to  do  an  environmental  review.  If  we  drew  on  all  of  our  resources  from  the 
different  offices,  we  could  certainly  put  together  a  team  and  that  team  would 
comprise  consultants,  accountants,  engineers.  That's  the  team  approach.  (JP) 

So  I  think  with  significant  plans  we  tend  to  accumulate  a  resource  team  that  is 
may  bring  engineers  aboard  accountants,  etc.  (IR ) 

—they  are  all  providing  various  kinds  of  environmental  advisory  services  and 
depending  upon  the  firm  some  would  say  they  actually  do  do  environmental 
audits  as  well.  Because  they  actually  do  have  the  right  kind  of  expertise  either  on 
their  team  in  house  or  they  have  made  arrangements  with  the  appropriate  spe¬ 
cialist  firms.  They  have  all  met  there  resources  for  certain  kinds  of  engagements 
(AW) 

For  the  accountants  involved  in  environmental  services,  the  most  significant  re¬ 
source  is  the  individuals  with  expertise  in  the  area.  Consistently,  when  queried  about 
critical  or  necessary  resources,  the  accountants  responded  in  terms  of  ‘who’  they  had  in 
their  office  or  had  access  to.  Furthermore,  most  accountants  argued  that  no  one  person 
constituted  a  sufficient  resource  —  a  group  or  team  of  people  with  various  expertise  is 
needed  to  operate  effectively. 

Tables  4.14  presents  interview  items  that  are  concerned  with  experts  and  expertise. 
Table  4. 15  present  interview  items  that  are  concerned  with  people  and  persons.  Both  of 
these  tables  are  intended  to  elaborate  on  Table  4.12’s  presentation  of  resource  issues. 
Because  the  interviewed  accountants  argued  that  people  with  expertise  were  their  most 
critical  resource,  I  queried  the  Agenda  database  on  these  two  bases. 


Table  4.14:  Accountants’  Comments  on  ‘expert’  as  a  Critical  Situational  Resource 

[We  are  developing]  sort  of  a  support  group,  kind  of  a  slot  team  of  environmental  experts  who  have  de¬ 
veloped  a  good  understanding  of  the  regulations  and  where  the  risks  are.  (AD) 

I  think  as  a  profession  something  that  we  are  really  struggling  with  is  to  what  sort  of  comfort  can  we  at¬ 
tach  to  management  assertion  and  how  does  our  expertise,  how  do  we  conjunct  our  expertise  with  engi¬ 
neers  and  chemists  and  making  that  sort  of  assessment  and  providing  the  comfort  to  lenders  and  what 
sort  of  risks  are  we  taking  on  by  providing  that  and  what  is  our  exposure.  Because  sometimes  the  best 
technology  (JG ) 

/  guess,  the  third  one  is  as  third  party  advisors  or  third  party  experts  or  something.  For  instance  if  a 
company  wants  to  go  into  the  bank  and  borrow  money  and  the  bank  says  okay,  these  are  the  (JG) 
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Table  4.15:  Accountants’  Comments  on  ‘people’  as  a  Critical  Situational  Resource 

what  we  have  done  is  that  we  have  established  an  environmental  network  across  the  country  so  we  have 

a  person  in  every  one  of  our  offices  across  the  country  who  is  kind  of  a  designated  environmental  net¬ 
work  person,  who  is  there  because  of  interest  hopefully  and  some  experience.  (AD) 
what  I  want  to  do  is  convince  my  audit  partners  to  let  MT  and  1  to  go  out  and  meet  with  some  of  their 
partners  and  give  us  a  couple  of  hours  of  their  time  —  not  send  some  rookie  out  with  a  twenty  page 
check  list,  because  they  will  ask  the  wrong  person  the  wrong  questions  (AD) 

I  think  that  we  have  expertise  within  the  firm  that  could  help  them  set  up  these  monitoring  systems  and 
all  that  —  [our]  people  could  play  a  very  valuable  role  in  that.  (JG) 

In  other  wards  the  lessee  that  was  on  the  books  for  the  clean  up  costs  it  meant  that  the  ultimate  risk  to 
the  lender  was  significantly  reduced  although  the  actual  site  itself  had  relatively  high  environmental 
risks  and  I  hired  some  environmentally  qualified  people  to  do  the  detailed  technical  assessments.  (AB) 


Tables  4.14  and  4.15  reinforce  the  point  made  in  Table  4.12,  that  individuals  with 
environmental  expertise  are  the  crirical  resource  in  this  area.  AD's  firm  is  developing  a 
“slot  team”  of  experts;  JG  is  concerned  with  the  conjunction  of  accounting  expertise  with 
other  professions’  expertise;  AB  hires  “qualified  people”.  These  comments  indicate  that 
environmental  expertise  is  critical  and  multifaceted;  it  includes  technical  expertise,  such  as 
that  held  by  engineers  and  scientists,  and  the  ‘non-technical’  expertise  held  by  accountants 
and  lawyers.  The  remainder  of  this  section  will  examine  the  ‘people  with  expertise’  as  a 
critical  resource  in  terms  of  its  dependency  effects  for  inter-organizational  relationships  in 
this  area.  Table  4.16  reiterates  the  theoretical  relationships  among  resources,  relationships 
and  strategies  developed  in  Chapter  Two. 


Table  4.16 

Situational  Conditions  and  Resource-Oriented  Strategies 

Conditions  necessary  to  elicit 
compliance  in  an  industry  rela¬ 
tionship  Resource  conditions  Resource-oriented  strategies 

•  Resource  dependence 

•  Awareness  of  demands 

•  Low  demand  conflict 

•  Capability  of  compliance 

•  Visibility  of  compliance 

•  Desire  for  survival 

Generate  resource  dependence: 

•  Criticality 

•  Low  substitutability 

•  Pervasiveness/frequency 
Sustain  competitive  advantage: 

•  Heterogeneity 

•  Imperfectly  mobility/ 
Specificity 

•  Ex  post  limits  to  competi¬ 
tion 

•  Ex  ante  limits  to  competi¬ 
tion 

•  Classical  contracting 

•  Neo-classical  contracting 

•  Interlocking  directorates 

•  Joint  ventures 

•  Diversification 

•  Horizontal  expansion 

•  Vertical  integration 

Table  4. 16  provides  a  schema  for  examining  expertise  as  a  resource  for  accounting 
firms  in  environmental  audit.  Accountants  are  likely  to  engage  in  two  types  of  relation¬ 
ships  in  which  the  expertise  resource  will  be  critical,  vertical  and  horizontal.  Vertical 
relationships  will  occur  where  accountants  attempt  to  utilize  their  own  expertise  in  an 
exchange  relationship  with  a  client.  In  this  case,  it  is  the  accountants  control  ol  a  critical 
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resource  and  the  client’s  dependence  that  will  structure  the  relationship.  With  respect  to 
the  conditions  necessary  to  elicit  compliance,  this  type  of  relationship  fulfills  almost  all  of 
them.  Awareness  of  demands,  capability  of  compliance,  visibility  of  compliance  and  desire 
for  survival  should  all  be  relatively  nonproblematic  in  the  types  of  exchanges  that  account¬ 
ants  would  attempt  to  enact.  However,  resource  dependence  is  the  most  central  condition 
and  the  most  problematic  for  accountants  to  construct  with  their  clients.  This  is  a  function 
of  the  resource  conditions  that  surround  accountants’  environmental  expertise.  As  argued 
above,  the  substitutability  of  accountants’  skill  in  this  area  is  high  while  its  pervasiveness  in 
clients  operation  is  currently  low.  The  criticality  of  this  form  of  knowledge  is  uncertain. 
Together  these  conditions  suggest  a  very  low  dependence  by  clients  on  accountants  and 
accounting  firms. 

The  second  set  of  relationships  in  which  expertise  would  be  central  are  the  coop¬ 
erative  relationships  between  accountants  and  other  professionals  intended  specifically  to 
combine  their  respective  expertise.  While  accountants  will  likely  be  unable  to  generate 
significant  resource  dependencies  based  on  their  expertise,  they  are  likely  to  become  quite 
dependent  on  access  to  other  professional  expertise.  In  site  assessments,  for  instance, 
accountants  will  be  very  dependent  on  the  technical  expertise  of  engineers  in  order  to 
complete  the  assignment 

Site  assessments,  compliance  assessments,  and  environmental  management  systems 
assessments  all  demand  expertise  from  non-accountants  —  it  is  critical  to  their  successful 
completion.  These  other  expertises  are  also  largely  non-substitutable:  legal  or  particular 
scientific  knowledge  is  not  easily  traded  off  for  other  forms  of  expertise.  Furthermore, 
multiple  sources  of  professional  expertise  is  a  pervasive  aspect  of  environmental  services; 
as  many  accountants  recognize,  the  environment  poses  inherently  interdisciplinary  prob¬ 
lems.  Thus,  the  relationship  among  accountants  and  other  professionals  largely  favors  the 
non-accountants  and  establishes  a  dependence  relationship  in  which  accountants  will  find 
themselves  at  a  disadvantage. 

The  ‘professional’  nature  of  environmental  services  also  supports  the  factors  that 
sustain  competitive  advantage.  As  accountants  enter  into  services  that  have  traditionally 
been  supplied  by  other  professionals,  they  will,  at  least  initially,  be  at  a  competitive  disad¬ 
vantage.  Competition  between  more  and  less  experienced  professionals  insures  a  hetero¬ 
geneity  to  the  skills  and  assets  in  use.  The  movement  of  assets  and  skills  between  firms, 
and  especially  between  professions,  can  be  difficult  and  expensive.  As  professional  service 
firms  gradually  specialize  in  terms  of  clients  and  services,  the  transfer  of  skills  and  people 
becomes  more  difficult,  even  within  a  profession.  Ex  post  limits  to  competition  involve 
restricting  an  advantageous  competitive  position  subsequent  to  a  firm’s  occupation  of  it 
The  most  significant  ex  ante  and  ex  post  limits  to  competition  between  professions  in¬ 
volves  legitimation  and  institutionalization  process,  respectively.  Gaining  legitimacy  in 
offering  environmental  services  and  institutionalizing  that  legitimacy  has  so  far  been  diffi¬ 
cult  for  accountants.  They  are  working  against  the  more  established  legitimacy  and  more 
developed  institutions  associated  with  other  professions  involvement  in  the  environment. 
These  processes  will  be  discussed  in  detail  later  in  the  examination  of  rules  and  standards. 

The  strategies  effected  by  accountants  in  their  efforts  to  deal  with  resource  de¬ 
pendencies  are  bound  up  in  their  actions  based  on  identity  and  image.  The  next  subsection 
will  explore  the  identities  and  images  of  accountants  involved  in  the  environment.  The 


Environmental  Audit 


96 


final  subsection  in  this  examination  of  the  competitive  situation  will  analyze  accountants 
situational  strategies. 

Identities 

In  the  domain  of  environmental  audit,  the  relationships  which  actors  draw  on  to 
establish  their  own  identities  are  constituted  at  many  levels.  The  relationships  of  the  ac¬ 
countants  to  their  clients,  of  environmental  audit  to  the  larger  environmental  movement, 
and  of  environmental  audit  to  other  accounting  activities  all  provide  connections  which 
actors  can  utilize  in  the  formation  of  their  own  identities.  In  this  discussion  of  identities,  I 
will  focus  on  the  accountants  as  entrepreneurs ,  as  environmentalists ,  and  as  auditors. 
CAs  described  themselves  and  their  activities  directly  and  in  contrast  to  various  other 
groups.  The  entrepreneurial  identity  is  based  on  CAs’  descriptions  of  their  marketing  and 
promotional  activities  and  stands  in  contrast  to  traditional  CAs  who  rely  primarily  on  per¬ 
ennial  audit  and  tax  work.  The  environmentalist  identity  is  associated  most  strongly  with 
CAs  descriptions  of  their  motives  and  is  contrasted  with  CAs  and  others  who  might  be 
more  narrowly  motivated  by  money.  The  auditor  identity  was  occasioned  frequently  dur¬ 
ing  the  interviews,  often  to  denote  what  they  perceive  as  their  distinctive  competence,  and 
is  in  contrast  to  other  professionals  involved  in  environmental  services  who  do  not  have 
what  CAs  consider  to  be  audit  expertise.  Although  the  identities  are  distinct  in  terms  of 
their  descriptions  and  contrast  groups,  they  were  often  simultaneously  associated  with 
particular  actions  and  strategies. 

Accountants  as  Entrepreneurs 

In  discussing  their  identities,  accountants  seemed  to  draw  on  three  distinct  discur¬ 
sive  themes,  each  providing  a  language  to  describe  some  of  their  activities  and  a  rationale 
for  those  same  activities.  The  term  ‘entrepreneur’  was  used  explicitly  by  only  one  of  the 
accountants  interviewed,  but  it  is  used  here  to  summarize  many  of  the  innovative  and 
marketing  activities  described  by  several  of  the  interviewees.  What  distinguishes  the  ac¬ 
countant-client  relationship  in  an  environmental  audit  setting  from  that  in  a  traditional, 
financial  audit  setting  is  its  project  orientation  as  opposed  to  long-term,  perennial  audit 
relationships. 

But  we  have  [a  decision  making  tool]  now,  and  we  tend  to  be  more  of  an  entrepre¬ 
neur,  we  are  making  tools  to  automate  [the  decision  making]  process  and  this  is  not 
fully  automated  yet,  but  I  am  just  telling  you  where  it  is  going...  (NB,  Chartered 
Accountant ) 


Your  opportunity  and  need  to  go  out  and  sell  are  less  [in  traditional  audit  relation¬ 
ships]  ,  because,  it  is  a  component,  but  you  are  not  going  out  and  selling  every  single 
job.  Somebody  will  phone  you  up  and  say  its  time  to  begin  your  audit  again.  In  the 
[environmental  audit]  world  every  new  assignment  is  more  or  less  sold.  (BE, 

Chartered  Accountant) 

One  of  the  consequences  of  this  different  relationship  is  that  the  marketing  activi¬ 
ties  which  accountants  involved  in  environmental  audit  revolve  primarily  around  network 
building  and  promotional/awareness  campaigns. 
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...you  have  to  go  out  and  get  your  name  of  your  company  on  a  proposal  bid  list  - 
you  have  to  distribute  this  piece  of  paper,  you  would  have  to  speak  at  conferences, 
you  have  to  write  articles...  it  is  all  part  of  the  marketing  spiel.  (BE,  Chartered 
Accountant) 


Well,  they're  is  always  [accountants]  marketing,  we're  forever  being  taking  out  for 
breakfast  [ by  accountants].  (WM,  environmental  lawyer) 

We  sell  very  expensive  software  very  cheaply—  we  are  directly  up  with  tele-market¬ 
ing  and  through  client  lists.  ...  We  just  have  to  get  it  going.  So  it  is  an  entrepre¬ 
neurial  effort,  but  we  have  done  it  twice  now.  (NB,  Chartered  Accountant) 

The  area  of  environmental  audit  was  also  conducive  to  personal  entrepreneurship 
—  some  of  the  accountants  interviewed  suggested  that  it  was  an  area  which  offered  the 
potential  for  personal  advancement  in  terms  of  career  and  remuneration. 

/  think  as  the  firm  develops  its  policy  I  will  be  one  of  those  individuals  within  the 
Edmonton  market  place  that  hopes  gets  in  demand...  (MM,  Chartered  Accountant) 


Accountants  as  Environmentalists 

The  relationship  which  is  the  most  distinctive  of  this  domain  is  that  between  envi¬ 
ronmental  audit  and  the  broader  environmental  movement.  Many  of  the  accountants,  and 
non-accountants,  interviewed  drew  upon  societal  environmental  concerns  in  their  descrip¬ 
tions  of  their  activities,  and  especially  of  their  motivations. 

Well,  it' s  a  lot  more  fun  to  be  on  the  side  of  God  and  the  angels.  You  know,  I  go 
home  at  night  and  I  might  not  have  cleaned  the  world  up,  but  I  know  that  I  am  al¬ 
ways  there  pushing  things  in  the  direction  that  I  see  as  better.  (AT,  environmental 
specialist) 


...  when  I  was  in  high  school,  I  was  president  of  a  pollution  group  in  the  small  town 
that  I  grew  up  in,  in  Port  Hope,  Ontario,  that  was  affiliated  with  Pollution  Probe. 

But  at  the  time  environmental  issues  were  reaching  the  forefront  then  and  then  they 
just  kind  of  faded  away  and  nobody  paid  attention  to  them  for  a  number  of  years. 

Elderado  Nuclear  was  in  our  town  and  we  were  convinced  at  the  time,  naively  — 
maybe  not  so  naive —  that  it  was  polluting  the  town.  ...  So  I  go  way  back  as  being  a 
little  bit  of  an  activist  in  this  area.  (DD,  Chartered  Accountant) 

The  environmental  concerns  of  the  interviewers  were  often  matched  with  a  con¬ 
cern  for  corporate  and  economic  growth  and  prosperity. 

One  of  the  big  phrases  in  the  world  to  day  is  ‘sustainable  development  ,  which 
means  you  take  care  of  the  environment  in  the  context  of  staying  alive  as  a  com¬ 
pany.  (AT,  environmental  specialist) 


What  we  did  is  we  said  we  are  going  to...  we  understand  information  technology,  but 
we  are  making  our  money  giving  the  tools,  the  auditing  process,  but  we  want  to  go 
into  the  environmental  area,  because  we  think  that  you  have  eventually  get  to  sus¬ 
tainable  development  statements  and  all  kinds  of  stuff.  (NB,  Chartered  Accountant) 
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Accountants  as  Auditors 

While  it  may  seem  like  a  small  leap  of  identification  to  picture  accountants  as 
auditors,  the  audit  relationship  and  the  audit  nodal  point  play  important  roles  as  resources 
and  as  boundaries  in  the  ongoing  identification  of  accountants  in  environmental  audit. 

/  think  so,  I  mean  our  reputation,  our  profession  is  built  on  reputations  of  independ¬ 
ence  and  objectivity  from  an  audit  standpoint  that's  where  we  have  the  value  and 
then  from  a  business  advisory  standpoint— suggesting  how  they  can  enhance  their 
business,  their  systems,  their  reporting,  etc.,  too.  (MM,  Chartered  Accountant) 

Currently,  nearly  all  CAs  spend  the  first  one  to  three  years  of  their  professional 
lives  working  as  auditors  which  likely  has  a  significant  impact  on  their  own  professional 
identities.  Furthermore,  the  centrality  of  audit  both  as  a  nodal  point  and  in  terms  of  the 
standards  of  auditing  which  are  central  to  public  accounting  provide  a  context  in  which 
many  of  the  anchors  of  identity  reinforce  audit  as  a  central  element 

Relational  Aspects  of  Accountants’  Identities 

Table  4.17  reiterates  the  theoretical  relationships  among  identity,  industry  relation¬ 
ships  and  strategy  developed  in  Chapter  Two.  The  three  identities  discussed  here  —  en¬ 
trepreneur,  environmentalist,  auditor  —  have  significant  characteristics  in  terms  of  their 

relational  features  and  their  impacts  on  strategy. _ 

Table  4.17 

Situational  Conditions  and  Identity-Oriented  Strategies 


Relational  features  that  en¬ 
courage  identification  Impacts  of  identity  on  strategy  Identity-oriented  strategies 


•  Distinctiveness 

•  Interpretations 

•  Identity  consistency 

•  Prestige 

•  Emotionality 

•  Image  management 

•  Salience  of  out-groups 

•  Strategic  recipes 

•  Group  dynamics 

•  Image-Identity  dissonance 

•  Informational  complexity 

•  Information  sharing 

The  identities  I  have  argued  for  above  share  three  relational  features  that  encour¬ 
age  identification:  distinctiveness,  prestige  and  salience  of  out-groups.  Entrepreneurs  are 
commonly  considered  a  small  subset  of  the  general  population.  They  are  celebrated  in  the 
popular  press  and  their  prestige  has  grown  considerably  over  the  past  15  years  as  the  neo¬ 
conservative  agenda  has  recast  them  as  potential  saviors  of  capitalism.  And, 
entrepreneurial  accountants  are  contrasted  with  other,  more  ‘traditional  accountants  not 
involved  in  new,  innovative  services. 

The  adoption  of  environmentalist  as  an  identity  is  also  somewhat  distinctive  within 
the  main  stream  of  capitalist  enterprise.  Although  many  people  might  consider  themselves 
environmentalists,  they  are  rarely  able  to  express  that  disposition  in  their  work.  Like  en¬ 
trepreneurship,  environmentalism  has  become  a  celebrated  orientation  in  the  popular  me¬ 
dia  as  ‘global’  environmental  problems  have  become  more  apparent.  Again  similar  to 
entrepreneurship,  the  salient  out-group  here  is  the  population  of  accountants  who  are  not 
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involved  in  environmental  services  or  issues.  Distinguishing  themselves  from  traditional 
accountants  is  an  important  issue  for  those  who  are  attempting  to  gain  some  legitimacy  in 
the  environmental  services  area. 

The  distinctiveness  of  the  third  identity,  auditor,  is  a  strategic  issue  for  account¬ 
ants.  Financial  auditing  is  their  most  distinctive  expertise  and  those  accountants  involved 
in  environmental  audit  claim  that  their  status  as  auditors  is  distinct  from  that  of  non-ac¬ 
countants  who  might  lay  claim  to  that  title.  There  is  a  sense  in  some  of  their  comments 
that  accountants  are  ‘real’  auditors.  The  prestige  associated  with  being  an  auditor  is  also 
an  element  that  accountants  argue  strongly  for.  Unlike  the  entrepreneur  and  environmen¬ 
talist  identities,  the  salient  out-group  for  the  auditor  identity  is  the  set  of  professionals  who 
provide  environmental  audit  but  are  not  accountants.  Auditor  is  an  important  identity  for 
accountants  as  they  argue  for  their  distinctive  contribution  to  environmental  management 
processes. 

Each  of  the  three  identities  will  potentially  have  strong  effects  on  the  strategies  un¬ 
dertaken  by  accountants.  With  each  one,  there  is  associated  a  distinct  set  of  interpreta¬ 
tions  and  strategic  recipes,  and  each  is  an  emotionally  tainted  description. 

Entrepreneurship  is  associated  with  innovation,  creativity,  high  achievement,  risk-taking, 
autonomy,  and  leadership  (Gibb,  1988).  These  associations  suggest  approaches  to  prob¬ 
lem  solving  and  recipes  for  decision  making  that  are  action-oriented  and  immediate. 
Environmentalism  is  concerned  with  an  altruistic  concern  for  nature  that  is  highly  emo¬ 
tional  and  highlights  long-term  considerations.  The  auditor  as  identity  emphasizes  objec¬ 
tivity  and  independence  and  suggests  solutions  that  hinge  on  assessment  and  validation. 

Obligation  Strategies 

Obligation  strategies  are  similar  to  what  Alford  and  Friedland  (1985)  refer  to  as 
“plays  in  the  game”.  These  strategies  embody  patterns  of  action  which  trade  upon  those 
resources  considered  critical  within  some  competitive  situation:  resources  for  which  le¬ 
gitimacy  is  non-problematic.  The  linkages  between  relationships,  identities  and  resources 
are  manifested  in  the  strategies  of  actors  as  they  attempt  to  manage  their  competitive 
situations.  The  competitive  intensity  along  vertical  and  horizontal  dimensions  interacts 
with  the  resource  dependencies  and  identity  cues  and  interpretations  in  providing  a  situ¬ 
ation  in  which  particular  patterns  of  action  are  encouraged.  In  this  subsection,  I  will  de¬ 
scribe  accountants’  patterns  of  activity  and  relate  them  back  to  the  other  elements  of  their 
competitive  situation.  Table  4.18  summarizes  the  theoretical  relationships  between  obli¬ 
gation  strategies  and  the  components  of  a  competitive  situation. 
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Table  4.18 

Obligation  strategies  and  their  interaction  with  other  concepts 

Examples 

Resource  requirements 

Identity 

Institutional  contexts 

Secure  key  resources 

through  the  enact¬ 
ment  of  various  ind¬ 
ustry  relationships. 

From  Strategic  contin¬ 
gencies  theory  ( Hickson  et 
al.,  1972):  Uncertainty 
reduction,  low  substitut¬ 
ability,  and  pervasiveness 
in  the  value  chain. 

From  Resource  depend¬ 
ence  theory  ( Pfeffer  & 
Salancik,  1978):  control  of 
the  flow  of  critical  re¬ 
sources. 

Actors  will  attempt  to 
maintain  identity  con¬ 
sistency  and  minimize 
identity-image  disso¬ 
nance. 

Mature  products,  serv¬ 
ices,  technologies  and 
institutions. 

Table  4.16  describes  a  set  of  resource-oriented  strategies  that  focused  on  the  de¬ 
velopment  of  inter-organizational  linkages  based  on  resource  requirements.  These  link¬ 
ages  range  from  classical  contracting  to  vertical  integration,  with  several  intermediate 
forms  such  as  interlocking  directorates  and  joint  ventures.  Accountants  involved  in  envi¬ 
ronmental  services  have  utilized  a  number  of  these  types  of  linkage  in  their  dealings  with 
external  and  internal  clients  and  other  professionals.  Client  relationships  have  thus  far 
been  largely  ad  hoc  contracts  without  any  single  preferred  form  across  accountants  and 
clients.  The  dependency  implications  of  expertise  as  the  critical  resource  suggested  that 
clients’  dependence  on  accountants  will  be  low  and  that  is  bom  out  in  the  short-term  clas¬ 
sical  contracts  being  developed. 

As  a  means  of  leveraging  the  professions’  traditional  expertise,  accountants  have 
focused  on  the  provision  of  services  within  conventional  practice  areas  where  environ¬ 
mental  issues  arise.  For  example,  in  an  insolvency  practice,  where  accountants  help  to 
administer  the  shut-down  and  potential  liquidation  of  an  enterprise,  the  dispensation  of 
assets  often  requires  some  form  of  environmental  assessment  so  that  the  receiving  financial 
institution  is  not  unknowingly  burdened  with  an  environmental  liability.  Although  these 
activities  trade  largely  on  the  basis  of  extant  professional  and  industrial  definitions  of 
critical  resources,  such  as  credibility  and  attestation,  the  invoking  of  these  skills  and  re¬ 
sources  in  an  environmental  context  is  relatively  recent  and,  perhaps  more  significantly, 
the  linkages  between  environmental  issues  in  areas  such  as  insolvency  and  more  general 
corporate  environmental  issues  has  only  very  recently  begun  to  be  explored  within  the 
accounting  profession.  The  development  of  ‘environmental  practices’  within  accounting 
firms  has  changed  their  understandings  and  constructions  of  their  past  practices:  what 
once  were  simple  add-ons  to  insolvency  are  now  constituted  as  integral  aspects  of  their 
environmental  practice.  In  the  process  of  this  reconstruction,  the  problematicity  of  these 
services  has  increased  dramatically. 
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Richard  is  an  insolvency  partner  and  certainly  that  is  an  area  where,  from  a  public 
accounting  perspective,  that  the  environmental  issues  have  been  at  the  forefront  for 
a  while.  Banks  are  very  nervous  when  they  consider  a  customer  and  sees  some  col¬ 
lateral  as  to  whether  or  not  they  are  also  getting  their  liability  from  the  environ¬ 
mental  issues.  (DD,  Chartered  Accountant) 


In  valuation  assignments  obviously  —  somebody  doing  a  real  estate  valuation  have 
to  consider  environmental  issues  and  in  the  audit  practice  certainly.  Some  indus¬ 
tries  more  then  others,  but  it  is  difficult  to  find  an  industry  that  wouldn't  have  an  im¬ 
pact  potentially  in  environmental  issues  —  simply  having  disposable  waste,  to  line 
restoration  costs,  etc.  And  given  that  we  are  reporting  on  the  financial  thing  it  is 
obvious  that  we  should  consider  those  things.  The  audit  practice  is  a  big  area  and 
frankly  in  that  area  it  is  also  from  the  perspective  of  protecting  our  own  reputation 
—  signing  an  audit  opinion  on  a  set  of  financial  statements  and  not  looking  really 
critically  to  whether  or  not  there  might  be  environmental  liabilities  and  if  something 
happens...  And  let's  face  it  everybody  gets  sued  when  something  happens.  (DD, 

Chartered  Accountant ) 

In  contrast  to  the  situation  with  clients,  accountants  are  very  dependent  on  other 
professionals  for  their  expertise.  Based  on  the  industrial  organization  model  (Porter, 
1980),  I  have  argued  that  accountants’  most  intense  competition  is  from  the  potential 
substitutes  offered  by  other  professionals.  Here,  more  innovative  structures  have  devel¬ 
oped  including  both  the  establishment  of  informal  inter-disciplinary  networks  and  more 
formal  linkages  including  a  joint  venture  between  an  accounting  firm,  its  affiliated  consult¬ 
ing  firm,  and  a  professional  engineering  firm. 

Identity,  as  well  as  resource  dependencies,  contribute  to  the  formation  of  actors’ 
strategies.  Identity  consistency  and  image  management  are  the  two  identity-oriented 
strategies  I  discuss  in  Chapter  Two.  Client  and  inter-profession  linkages  reflect  both  of 
these  strategies.  The  relationship  between  the  three  identities  taken  on  by  accountants 
interact  differentially  with  the  two  sets  of  strategies.  The  ‘entrepreneur’  identity  is  con¬ 
trasted  with  ‘traditional’  accountants  who  are  able  to  rely  on  the  steady  stream  of  work 
that  comes  from  long-term  financial  audit  and  tax  clients.  Accountants  involved  in  envi¬ 
ronmental  services  argue  that  they  must  continuously  ‘sell’  themselves  to  clients  because 
of  the  shorter-term  and  more  ad  hoc  nature  of  the  contracts.  Client  and  partner  relation¬ 
ships  are  also  informed  by  the  ‘environmentalist’  identity.  This  identity  provided  account¬ 
ants  with  a  discursive  resource  to  explain  their  willingness  to  enter  into  a  very  uncertain 
business  with  few  immediate  financial  rewards. 

The  ‘auditor’  identity  was  most  salient  in  accountants’  linkages  with  other  profes¬ 
sional  groups.  As  discussed  above,  these  other  environmental  professionals  are  the  salient 
out-group  to  which  this  identity  responds.  Accountants  argued  that  their  special  skills  as 
auditors  should  allow  them  to  take  lead  roles  in  the  design  and  management  of  environ¬ 
mental  audits.  At  this  point,  however,  few  of  the  accountants  had  successfully  drawn  on 
this  identity  in  the  formation  of  functional  linkages.  Only  the  accounting-engineering  joint 
venture  was  led  by  accountants.  Other  linkages  mentioned  typically  were  organized  by  the 
client  or  by  the  client’s  lawyer,  with  the  accountant  usually  taking  a  minor  role. 

Identity  and  resource  dependence  issues  currently  contribute  to  the  formation  of 
accountants’  obligation  strategies,  but  they  also  play  an  important  role  in  their  attempts  to 
restructure  their  institutional  context.  The  next  section  will  delineate  the  rules  of  member- 
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ship,  standards  of  practice,  nodal  points,  and  the  strategies  that  have  enacted  those  institu¬ 
tional  structures.  I  argue  that  the  competitive  situation  described  here  is  not  only  a  prod¬ 
uct  of  its  institutional  context,  but  that  actors  responses  to  it  have  shaped  that  context’s 
development.  The  limited  development  of  a  strong  institutional  context  has  encouraged 
strategy  that  is  aimed  at  the  formation  of  rules  and  standards  and  limited  accountants’ 
ability  to  engage  in  productive  obligation  strategies. 


SECTION  2:  INSTITUTIONAL  STRUCTURES  AND  STRATEGIES 

The  sets  of  rules  and  standards  that  provide  much  of  the  context  for  environmental 
audit  do  so  in  a  somewhat  indirect  manner.  Because  of  the  very  recent  ascension  of  envi¬ 
ronmental  audit  as  a  service  associated  with  CAs  and  CA  firms,  there  has  not  been  devel¬ 
oped  any  definitive  set  of  guidelines  for  practice  or  criteria  for  membership  that  are  spe¬ 
cific  to  the  intersection  of  the  CA  profession  and  environmental  audit.  The  influential 
standards  and  rules  are  based  in  the  more  general  discourses  of  Chartered  Accountancy 
and  the  environment.  Consequently,  this  section  will  focus  on  the  standards  and  rules 
based  in  these  more  general  contexts.  Specifically,  I  will  examine  the  manner  in  which  the 
general  standards  and  rules  interact  with  the  possibilities  of  environmental  audit  in  the 
Canadian  professional  accounting  industry.  In  this  analysis,  I  will  examine  standards  and 
rules  concurrently  with  their  associated  strategies,  standardization  and  membership. 

Extant  standards  and  rules  will  be  examined  in  terms  of  how  they  affect  current  competi¬ 
tive  situations  and  how  they  were  developed.  Strategies  will  be  examined  in  terms  of  the 
competitive  situations  to  which  they  are  a  response  and  the  effect  they  might  have  on 
standards  and  rules.  Figure  4.2  highlights  the  elements  of  institutional  context  and  their 
linkages  with  the  competitive  situation. 
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Figure  4.2:  Elements  of  Environmental  Audit  Institutional  Context 


Standardization  strategies  and  standards  of  practice 

Standardization  strategies  are  concerned  with  the  establishment  of  technical,  legal 
and  market  standards  which  define  the  ‘normal’  processes  involved  in  the  production  and 
delivery  of  some  good  or  se;*vice.  In  a  professional  services  context,  technical  standards 
might  refer  to  formally  delineated  professional  standards,  such  as  the  Generally  Accepted 
Auditing  Standards,  or  to  less  formal  standards  of  practice,  such  as  the  firm-specific  im¬ 
plementation  of  audit  procedures.  Legal  standards  of  discipline  and  production  refer  to 
those  which  are  embodied  in  a  society’s  legal  framework  either  in  legislation  or  through 
some  regulatory  body.  Although  professional  technical  standards,  such  as  GAAS,  are 
consequential  with  respect  to  legal  proceedings,  such  as  a  civil  liability  action,  their  impact 
on  the  professional  community  is  quite  different  from  explicit  government  regulation 
which  might,  for  instance,  bar  the  profession  from  providing  particular  kinds  of  services. 
Table  4.19  summarizes  the  linkages  between  standardization  strategies  and  situational 
resources  and  identities,  and  general  institutional  contexts. 
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Table  4.19 

Standardization  strategies  and  their  interaction  with  other  concepts 


Examples  Resource  requirements  Identity  Institutional  contexts 

Technological  leader¬ 
ship. 

Co-opting  key  buyers. 
Regulation  and  patents. 
Definition  of  critical 
product  attributes 
through  advertising  and 
drama. 

Broadly-based  control  of 
product  information. 

Skill  in  dealing  with  tech¬ 
no-legalistic  issues. 

Identity:  strategies 
will  attempt  to 
maintain  or  increase 
identity!  action! 
rules  of  membership 
consistency. 

Image:  technical 
leader,  brand! market 
leader. 

Low  level  of  structura¬ 
tion. 

Products,  services,  or 
technologies  which  are 
technologically  frag¬ 
mented  or  in  techno¬ 
logical  transition. 

Standards  of  practice  impose  discipline  within  an  institutional  field  by  providing 
guidelines,  norms  and  legal  prescriptions  relating  to  how  practices  are  to  be  carried  out. 
Along  with  these  normalizing  judgments,  standards  involve  methods  of  observation  and 
examination  that  enforce  the  prescriptions.  In  this  section,  I  will  examine  some  of  the 
strategies  that  have  led  to  the  development  and  standards  that  govern  environmental  audit 
within  the  context  of  Canadian  professional  accounting.  First,  there  is  the  constellation  of 
strategies  and  standards  associated  with  ‘audit’.  These  are  constituted  both  formally  and 
informally  —  in  CICA  guidelines,  government  Acts,  and  legal  precedent,  and  in  the  norms, 
values  and  beliefs  that  are  shared  within  the  CA  profession  and  outside  of  it  in  other  pro¬ 
fessions  and  among  lay  people.  They  also  involve  the  liability  of  auditors,  and  the  special 
business  and  financial  risks  associated  with  performing  environmental  audit.  Second,  I 
examine  a  set  of  legal  standards  that  delineate  the  environmental-legal  obligations  of  cor¬ 
porations  and  other  organizations.  These  include  sets  of  regulations  and  Acts  that  require 
particular  processes  and  verifications.  They  also  include  the  legal  defense  of  due  dili¬ 
gence,  which  is  associated  with  claims  of  innocence  based  on  a  ‘we  did  our  best’  argu¬ 
ment. 


Audit 

The  audit  function  is  one  of  the  self-declared  central  functions  of  the  CA  profes¬ 
sion.  According  to  the  CICA  report  on  environmental  audit: 

The  CA  profession  has  traditionally  served  accountability  relationships  first  by 
shaping  and  setting  the  standards  for  the  financial  aspects  of  corporate  accountability 
reporting  by  entities  to  stakeholders.  Next,  the  CA  profession  serves  such  relation¬ 
ships  by  providing  assurance  to  stakeholders  that  reports  provided  by  entities  can  be 
relied  on  as  meeting  the  established  reporting  standards.  The  CA  profession  also 
sets  the  professional  standards  for  this  attestation  role.  (CICA,  1992:  9). 

It  is  the  latter  two  functions  —  attestation  and  setting  of  attest  standards  that 
most  directly  impinge  on  environmental  audit.  The  development  of  reporting  standards  is, 
in  contrast,  dealt  with  under  the  rubric  of  environmental  accounting,  the  distinctiveness  of 
which  is  indicated  by  the  CICA’s  formation  of  a  separate  research  group  for  its  investiga¬ 
tion.  In  this  sub-section,  I  will  examine  the  impact  that  audit  standards  play  in  delineating 
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the  environmental  audit  context.  I  will  first  look  at  the  overall  impact  of  audit  and  then 
look  specifically  at  the  issue  of  credibility  and  the  legal/financial  liability  associated  with 
the  audit  function. 

Auditing  standards 

The  audit  function  is  the  cornerstone  of  ‘public  accounting’  which  the  CICA  de¬ 
fines  as  the  performance  of  services  for  clients,  the  purpose  of  which  is  to  add  credibility 
to  information  that  may  be  relied  upon  by  interested  parties”  (CICA,  1992:  149). 

The  legitimacy  and  importance  of  the  financial  audit  is  a  deeply  embedded  aspect  of 
public  accounting.  Public  accountants  see  themselves  as  the  monitors  of  world  eco¬ 
nomic  order.  Their  metaphor  is  the  system,  in  which  rationality  and  unity  are  as¬ 
sumed  and  all  accounts  are  monetary  and  quantitatively  measurable  in  precise,  con¬ 
stant  terms.  (Montagna,  1990:  227) 

In  a  world  where  all  is  measurable  and  quantifiable,  the  truth-status  of  any  claim 
should  be  verifiable  in  some  precise  manner.  The  verification  of  truth  claims  is  exactly  the 
principal  role  that  public  accountants  play. 

Their  mandate  is  to  provide  to  the  public  a  periodic  independent  examination  of  cor¬ 
porate  financial  accounts  in  the  form  of  an  annual  audit.  These  audits  were  insti¬ 
tuted  by  governments  following  violent  fluctuations  in  the  business  cycle,  particu¬ 
larly  the  world  depression  of  the  1930s,  largely  in  response  to  public  demand  for 
more  comprehensive  information.  (Montagna,  1990:  227) 

According  to  Montagna  (1990:  228),  the  financial  control  in  many  industries  by  a  few 
dominant  companies  requires  legitimation  which  public  accountants  provide  through  the 
application  of  generally  accepted  accounting  principles  (GAAP),  “which  define  what  is  a 
fair  presentation  of  financial  transactions  to  shareholders  and  the  public,  as  agreed  upon  by 
both  accountants  and  the  business  community”.  Along  with  GAAP,  public  accountants 
have  developed  generally  accepted  auditing  standards,  which  govern  the  procedures  used 
in  external  financial  audits.  “The  audit  is  a  systematic  investigation  and  appraisal  of  an 
organization’s  operation  as  determined  by  examination  of  its  accounting  records  and  inter¬ 
nal  control  systems  of  management  and  administration”  (Montagna,  1990:  230). 

“As  external  auditors  hired  by  the  corporation,  public  accountants  must  evaluate 
whether  the  accounting  principles  used  [by  the  corporation]  are  appropriate  and  whether 
they  have  been  applied  consistently”  (Montagna,  1990:  234).  The  relationship  between 
auditor  and  client  is  what  Montagna  refers  to  as  one  of  “mutual  sponsorship”:  “a  market 
dependency  of  corporations  on  the  accountant  auditor  for  good  advice  and  a  clean  bill  of 
health  on  their  financial  statements,  and  a  reverse  dependency  of  the  auditor  for  comfort¬ 
able  fees  and  support  against  excessive  state  regulation”  (Montagna,  1990:  229). 

Auditing  standards  involve  two  understandings  of  discipline  —  professionalization 
and  power.  The  professional  nature  of  audit  is  explicit  and  central  to  its  legitimacy;  the 
auditors  must  act  as  professionals  in  that  they  are  acting  in  the  public  interest  as  well  as 
their  own.  The  “General  Standard”  for  auditing  specifies  the  need  for  technical  profi¬ 
ciency  and  relational  objectivity  in  the  production  of  an  audit: 
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The  examination  should  be  performed  and  the  report  prepared  by  a  person  or  persons 
having  adequate  technical  training  and  proficiency  in  auditing,  with  due  care  and 
with  an  objective  state  of  mind.  (CICA,  1992:  129) 

Power  is  produced  in  the  observation  and  examination  of  normalized  financial  accounting 
standards:  client  companies’  requirements  for  financial  legitimation  and  CAs’  ability  to 
provide  that  legitimation  are  not  related  in  any  causal  manner,  they  are  both  enabled  by  the 
development  of  a  disciplinary  technology  through  which  both  of  their  claims  can  be  vali¬ 
dated.  The  audit  relationship  constitutes  a  mutual  dependency  among  CA  firms  and  cli¬ 
ents  wherein  power  is  produced  in  the  flow  of  stabilizing  transactions. 

One  definitional  element  of  auditing  is  especially  salient  to  this  discussion:  the  ad¬ 
dition  of  credibility  “to  information  that  may  be  relied  upon  by  interested  parties”  (CICA, 
1992:  149).  Adding  credibility  to  information  is  a  critical  aspect  of  the  domain  of  public 
accounting  which  CAs  draw  on  extensively  in  their  understanding  of  their  own  ability  to 
add  value  in  an  environmental  context. 

I  think  our  services  are  there  to  add  credibility  to  the  information  that  is  being  pro¬ 
vided,  and  value  to  whatever  is  being  done.  (MM,  Chartered  Accountant) 

CAs  suggested  that  their  ability  to  add  credibility  to  information  would  provide 
them  with  the  foundation  for  linkages  with  other  professionals.  Although  the  accounting 
profession  is  not  associated  with  the  technical  skills  necessary  for  many  forms  of  environ¬ 
mental  science,  the  CAs  argued  that  they  would  contribute  through  the  verification  of 
environmental  claims  made  by  other  professionals.  This  argument  is  supported  by  the 
generic  notion  of  adding  credibility  described  in  the  CICA’s  definition  of  auditing: 
“objectively  obtaining  and  evaluating  evidence  regarding  a  verifiable  assertion”  (CICA, 
1992:  34).  A  “verifiable  assertion”  could  hypothetically  be  in  any  domain  for  which  there 
exists  ‘objective’  evidence  and  criteria  for  evaluation. 

Adding  credibility  in  the  field  of  environmental  audit,  however,  requires  account¬ 
ants  to  verify  claims  and  evidence  that  are  beyond  their  usual  scope.  Accountants’  de¬ 
pendence  on  other  professionals  increases  the  uncertainty  associated  with  this  form  of 
attestation.  Liability  is  an  issue  that  all  environmental  auditors,  regardless  of  profession, 
face  on  two  bases  (Wilson,  1992:  208-209).  The  first  is  concerned  with  a  failure  to  report 
serious  environmental  problems  to  appropriate  authorities.  If  there  were  serious  envi¬ 
ronmental  hazards  discovered  in  the  course  of  an  audit  there  might  occur  a  conflict  of 
interest  where  the  contractual  arrangement  with  the  client  demands  nondisclosure  but 
CEPA  regulations  hold  as  liable  all  agents  of  a  company  who  allow  an  environmental 
problem  to  persist.  The  second  potential  source  of  liability  is  related  to  the  improper  or 
unprofessional  conduct  of  an  audit.  This  is  currently  a  particularly  sensitive  issue  to  CA  as 
firms  face  large  and  increasing  numbers  of  lawsuits  in  connection  to  financial  audit  opin¬ 
ions.  At  a  meeting  of  the  Canadian  chapter  of  the  Certified  Fraud  Examiners  Association 
(which  is  dominated  in  by  CAs),  one  of  the  speakers  began  his  talk  with  the  statement  that 
“The  pending  lawsuits  against  C.P.A.  firms  in  the  U.S.  total  more  than  one  year’s  audit 
revenues  for  the  profession”  (Wells,  1992).  The  magnitude  of  these  lawsuits  has  rein¬ 
forced  a  traditionally  conservative  culture  in  CA  firms. 
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...we  are  commonly  affiliated  with  issuing  audit  reports,  but  not  environmental 
audit  reports —  there  is  certainly  a  lot  more  of  a  risk  involved  in  an  environmental 
audit  reports  in  terms  of  exposure  if  you  are  wrong.  But  the  work  in  issuing  an  envi¬ 
ronmental  audit  requires  a  reliance  on  other  specialists  and  engineering  data  to  be 
able  to...  and  if  those  people  aren't  right. ..  (MM ,  Chartered  Accountant) 

The  standards  associated  with  traditional  financial  audit  functions  act  as  a  frame 
for  whatever  audit-related  activities  accountants  might  engage  in.  Although  these  stan¬ 
dards  may  not  apply  exactly  as  they  would  in  a  financial  transaction,  they  are  nevertheless 
very  important  to  accountants  as  they  enter  the  environmental  audit  context.  The  effec¬ 
tiveness  of  these  standards  is  based  on  their  disciplinary  properties:  they  provide  normal¬ 
ized  requirements  and  examination  procedures  that  work  to  constitute  the  ‘discipline’  of 
professional  accounting. 

Accountants  have  over  time  developed  standards  of  practice  that  privilege  their 
standing  as  financial  experts  and  independent  auditors.  Indeed,  the  accounting  profession 
is  explicitly  concerned  with  setting  standards  and  evaluating  practice  against  those  stan¬ 
dards.  In  the  realms  of  accounting  and  auditing  they  have  developed  Generally  Accepted 
standards  which  operate  as  quasi-legal  regulations.  Thus,  it  is  perhaps  not  surprising  that 
in  their  movement  into  environmental  services,  standard  setting  at  a  professional  and  legal 
or  quasi-legal  level  is  a  major  concern.  As  standardization  strategies,  the  accountants 
interviewed  were  involved  in  the  formation  and  implementation  of  standards  of  environ¬ 
mental  audit  and  practice  which,  if  adopted,  would  seriously  affect  many  businesses  and 
other  professions. 

As  discussed  above,  there  is  a  strong  hesitation  on  the  part  of  accountants  to  offer 
opinions  on  environmental  matters  without  a  strong  institutional  framework  to  rely  on.  At 
the  institutional  level,  both  the  CICA  and  the  individual  accounting  firms  are  working 
towards  the  establishment  of  an  institutional  framework  which  would  govern  the  involve¬ 
ment  of  accountants  in  environmental  matters,  at  least  as  far  as  audit  and  accounting  issues 
are  concerned.  This  work  has  been  facilitated  by  the  establishment  of  two  CICA  Study 
Groups,  one  examining  environmental  audit,  and  the  other  examining  environmental  ac¬ 
counting.  Although  the  mandate  of  these  Study  Groups  is  not  standard  setting,  their  re¬ 
port,  from  which  the  categories  of  environmental  audit  were  taken  earlier,  is  being  drawn 
upon  by  individual  accountants  to  reduce  the  uncertainty  associated  with  their  services. 
One  accountant  argued  that  it  will  likely  become  a  benchmark  document  for  the  field  to 
which  firms  and  individuals  will  compare  their  own  services. 

Along  with  these  ad  hoc  Study  Groups,  the  CICA  has  formed  a  committee  whose 
mandate  is  the  quick  development  of  guidelines  for  accounting  practice.  The  formation  ol 
this  committee  demonstrates  the  importance  of  standards  for  the  profession.  To  some 
extent  the  relevance  of  the  standards  set  by  the  CICA  determine  the  relevance  of  the  pro¬ 
fession  —  the  actions  of  CAs  are  dependent  on  a  standardized  framework,  as  is  shown  in 
their  reluctance  in  environmental  audit. 
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...three  or  four  years  ago,  there  was  a  report  done  on  financial  reporting,  the  stan¬ 
dard  setting  process  of  Canada,  so  the  CICA  guys  set  up  an  independent  committee 
to  do  the  report.  And  one  of  the  comments  or  criticisms  in  that  report  was  that  it 
took  the  profession  too  long  to  come  up  with  answers  to  financial  reporting  prob¬ 
lems  so  they  set  up  this  committee  to  develop  quick  answers  to  these  things  —  not 
the  sort  of  answers  that  would  get  cast  in  stone,  but  stop  gaps  or  where  things  are 
evolving  and  by  the  time  the  formal  process  kicks  in  —  its  sort  of  like  setting  regu¬ 
lations  versus  laws,  I  guess.  We  set  the  regulations  and  the  formal  process  catches 
up  and  changes  and  that,  but  there  is  something  in  place.  (RL,  Chartered 
Accountant) 

Along  with  institutional  standards,  accountants  expressed  concern  over  the  dearth 
of  intra-firm  technical  and  processual  standards.  For  professional  accountants,  the  audit 
activities  of  CA  firms  are  generally  associated  with  a  highly  legitimated  and  formalized  set 
of  procedures  and  rationales.  Beyond  the  institutional  level  audit  and  accounting  stan¬ 
dards,  each  of  the  large  firms  has  developed  its  own  particular  approaches  and  method¬ 
ologies.  The  cultural  significance  of  these  to  organizational  members  was  demonstrated  in 
recent  mergers  of  CA  firms  where  the  adoption  of  particular  audit  procedures  by  the 
merged  firm  was  a  contentious  issue  in  the  negotiation  and  implementation  phases.  In  the 
case  of  environmental  audit,  practitioners  are  struggling  to  work  in  a  highly  unstructured 
context  with  few  guidelines  at  either  the  firm  or  the  institutional  levels. 

The  implicit  competition  which  accompanies  the  setting  of  rules  at  the  institutional 
level  also  occurs  within  the  firm.  Standards  of  practice  for  environmental  audit  affect  not 
only  the  manner  in  which  such  services  will  be  carried  out  by  environmental  specialists,  but 
also,  and  perhaps  more  importantly,  they  affect  the  relationships  of  those  specialists  to 
other  CAs  within  their  own  firm.  The  ability  of  environmental  accountants  to  offer  their 
services  to  audit  partners  depends  on  the  formation  of  standards  based  upon  which  envi¬ 
ronmental  specialists  can  describe  in  some  detail  their  service  offerings. 

Right  now  what  1  am  trying  to  do,  and  I  am  responsible  for  developing  the,  I  guess, 
the  professional  practice  manners  —  standards  and  procedures  and  getting  it  in¬ 
grained  into  our  audit  practice  and  others  that  they  need  to  consider  these  liabilities 
or  potential  liabilities.  (DD,  Chartered  Accountant ) 

However,  because  the  accounting  profession  is  so  highly  institutionalized,  and 
firms  are  so  dependent  on  the  industry  as  a  whole  for  their  legitimacy,  there  is  a  reluctance 
to  move  faster  in  standard— setting  than  the  institutional  framework  delimited  by  the  CICA. 

/  think,  that's  why  I  say  with  us  six  or  twelve  or  18  months  it's  been,  a  relatively  low 
key  approach  to  seeing  what's  happening.  We  continue  to  watch  for  and  monitor 
what  specific  clients  in  this  industry  are  doing,  certainly  from  a  financial  audit 
standpoint  you  have  to  be  aware  of  significant  liabilities  or  contingent  liabilities 
disclosed  or  considered,  but  at  this  point  in  time  I  know  the  CICA  s  been  getting  in¬ 
volved  (MM,  Chartered  Accountant) 

Financial  audit  has  served  as  a  consummate  disciplining  mechanism,  requiring 
observation  of  companies  by  accountants,  furnishing  normalized  practices  and  outputs, 
and  demanding  regular  examinations.  Public  financial  audit  of  companies  is  embedded  in  a 
network  of  power  relations  in  which  financial,  systematic,  objective  and  independent 
knowledge  are  privileged  and  rewarded.  The  competitive  situation  faced  by  accountants 
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entering  environmental  audit  provides  none  of  this  well  developed  institutional  context  on 
which  they  can  rely.  The  utilization  of  expertise  as  a  situational  resource  is  much  more 
problematic  for  accountants  in  this  field.  The  link  from  audit  standards  and  associated 
standardization  strategies  to  accountants’  competitive  situation  is  clearest  with  respect  to 
their  vertical  relationships  with  clients  and  partners  who  provide  access  to  clients.  The 
lack  of  a  strong  institutional  framework  in  this  area  has  pushed  some  accountants  into 
consulting  roles  with  ad  hoc  contracts  and  services.  Relationships  with  other  partners  are 
based  largely  on  the  addition  of  environmental  issues  to  traditional,  legitimated  services. 
Here,  environmental  services  are  trading  on  the  institutionalization  of  financial  require¬ 
ments  in  modem  capitalism.  If  accounting  is  to  develop  a  more  substantial  role  in  the 
management  of  corporate  environmental  responsibilities,  it  will  have  to  establish  and  le¬ 
gitimate  a  set  of  standards  that  demand  accounting  and  auditing  expertise  as  critical  situa¬ 
tional  resources. 

Legal! regulatory  standards 

A  set  of  standards  that  is  pervasive  within  the  environmental  audit  context  deals 
with  the  regulatory  and  legal  accountability  of  corporations  for  their  environmental  im¬ 
pacts.  With  respect  to  regulation,  the  growing  public  concern  for  the  environment  along 
with  the  possibility  of  using  regulation  as  a  non-tariff  international  trade  barrier  (Reich, 
1992)  has  led  to  the  development  of  a  broad  array  of  environmental  regulations.  Although 
much  of  this  law  and  regulation  does  not  mention  environmental  audit  specifically,  it 
impacts  the  area  through  the  heightened  awareness  and  concern  of  corporate  management 
with  respect  to  their  environmental  responsibilities.  Legal  and  judicial  standards  have  also 
become  increasingly  important  as  civil  and  criminal  actions  are  launched  against  environ¬ 
mental  offenders  by  both  the  Crown  and  private  citizen  groups. 

Regulation  and  compliance 

The  Canadian  environmental  regulatory  system  has  grown  increasingly  complex  as 
various  federal  and  provincial  jurisdictions  have  added  laws  and  regulations  which  often 
overlap  or  parallel  those  of  other  jurisdictions  and  may  or  may  not  be  completely  consis¬ 
tent.  One  important  aspect  of  federal  law  is  the  accountability  of  corporate  directors  and 
officers  and  business  owners  and  operators  for  their  firms’  environmental  damages. 
Penalties  include  orders  for  remedial  or  preventive  measures,  fines  which  can  be  imposed 
on  companies  and  individuals,  and  possible  jail  sentences  for  directors,  officers,  owners,  or 
operators.  The  potential  fines  on  companies  range  from  $2,000  to  $250,000  for  a  first 
offence,  depending  on  jurisdiction.  For  subsequent  offenses,  fines  range  up  to  $1,000,000, 
and  each  day  of  occurrence  is  considered  a  separate  offence.  Perhaps  more  threatening  to 
the  persons  involved,  fines  for  individuals  range  from  $2,000  to  $1,000,000,  and  prison 
sentences  can  extend  to  five  years.  (CICA,  1992:  17). 

Table  4.20  delineates  some  of  the  current  Canadian  federal  and  provincial  environ¬ 
mental  regulations. 
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Table  4.20:  Examples  of  Canadian  Environmental  Legislation 

(as  at  April  30, 1992) 


Federal 

Alberta 

Canada  Water  Act  &  Guidelines 

Fisheries  Act,  Guidelines  &  Regulations 
Transportation  of  Dangerous  Goods  Act 

Northern  Inland  Water  Act 

Arctic  Waters  Pollution  Prevention  Act 
Environmental  Contamination  Act  and  Regulations 
Canada  Shipping  Act  &  Regulations 

Canadian  Environmental  Protection  Act, 

Guidelines  &  Regulations 

Clean  Air  Act 

Clean  Water  Act 

Forest  and  Prairie  Protection  Act 

Hazardous  Chemicals  Act 

Land  Surface  Conservation  &  Reclamation  Act 

Oil  and  Gas  Conservation  Act 

Transportation  of  Dangerous  Goods  Act 

Wilderness  Areas  Ecological  Reserves  and 

Natural  Areas  Act 

Coal  Conservation  Act 

(adapted  from  CICA,  1992:  19) 

In  the  interviews,  legislation  was  cited  as  the  most  common  motivation  for  com¬ 
panies  becoming  more  environmentally  sensitive. 

So,  I  think  what  we  see  right  now,  in  terms  of  laws  and  regulations  of  the  environ¬ 
mental  nature  is  in  effect  putting  the  companies  on  notice  that  they  have  to  clean  up 
their  act  and  be  accountable.  (DK,  Chartered  Accountant) 


Well,  certainly  the  laws  have  become  much  more  stringent  and  the  penalties  have 
become  more  severe.  A  number  of  the  laws  that  were  in  the  books  for  a  while  just 
had  no  teeth  —  (DD,  Chartered  Accountant ) 

Despite  the  popular  wisdom  of  “Green  is  gold”,  what  most  companies  seemed 
concerned  with  was  adherence  to  the  law.  This  adherence  was  referred  to  as  ‘compliance’ 
and  was  at  the  center  of  most  discussion  around  motivation  for  and  levels  of  environ¬ 
mental  responsibility. 

The  basis  of  our  sustainable  development  program,  aside  form  looking  into  the  fu¬ 
ture,  one  of  the  bases  is  that  we  will  be  in  compliance  with  the  law.  If  the  law  today 
said  you  can  put  out  twenty  grams  per  hour  of  a  compound — our  sites  will  meet 
that.  It  is  like  a  speed  limit:  you  don't  have  meet  whatever  changes...  coming  over 
the  horizon  until  you  get  to  them.  (AT,  Specialist  Air  and  Water  in  the 
Environmental  Strategies  and  Programs  department  of  a  large,  resource— based 
multinational) 

The  centrality  of  regulation  and  legislation  in  the  environmental  discourse  has  dis¬ 
advantaged  accountants  with  respect  to  lawyers.  Unlike  the  accounting  profession,  the 
legal  profession  sets  its  standards  in  ‘real  time’;  as  cases  are  tried  in  new,  previously  unliti¬ 
gated  areas,  the  judgments  of  those  trials  effectively  set  the  standards  on  which  lawyers 
can  proceed.  Indeed,  it  is  seen  as  prestigious  and  career— enhancing  for  a  lawyer  to  be 
seen  as  ‘setting  precedent’.  This  is  in  stark  contrast  to  the  accounting  profession,  where 
the  actions  of  CAs  may  indeed  set  precedent,  but  at  a  cultural  or  normative,  rather  than  a 
legal  or  quasi-legal  level.  The  establishment  of  legal  or  institutional  standards  may,  and 
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inevitably  will,  draw  upon  the  precedent  setting  actions  of  accountants  but  only  after  the 
fact,  and  sometimes  long  after  the  fact. 

Although  generally  disadvantaged  by  the  legalistic  orientation  of  many  environ¬ 
mental  issues,  accountants  are  attempting  to  utilize  their  traditional  association  with 
credibility  and  the  design  of  control  systems  to  connect  themselves  with  one  significant 
environmental-legal  phenomenon  —  due  diligence.  The  concept  of  due  diligence  is  em¬ 
ployed  in  at  least  two  contexts  related  to  environmental  audit.  These  contexts  are  cap¬ 
tured  in  the  definitions  of  due  diligence’,  ‘due  diligence  review’,  and  ‘due  diligence 
defense’  provided  by  the  CICA  : 


Due  diligence 


Due  diligence  review 


Due  diligence  defense 


The  measure  of  prudence,  activity  or  assiduity  that  is  properly 
to  be  expected  from,  and  ordinarily  exercised  by,  a  reasonable 
and  prudent  person  under  the  particular  circumstances. 

The  investigatory  and  review  procedures  carried  out  by  law¬ 
yers,  public  accountants  and  others  prior  to  the  closing  of  a 
transaction,  such  as  a  property  transfer,  corporate  merger, 
share  issue  or  loan  arrangement. 

A  term  used  on  some  occasions  to  refer  to  a  legal  defense 
available  in  certain  circumstances  whereby  directors,  man¬ 
agement  or  owners  of  an  entity  prove  they  have  taken  reason¬ 
able  precautions  to  prevent  or  mitigate  the  adverse  impact  of 
an  environmental  mishap. 

(CICA,  1992:147) 


Performing  due  diligence  reviews  was  mentioned  indirectly  by  several  accountants, 
some  of  whom  referred  to  it  a  ‘doing  our  due  diligence’. 


—  let’s  face  it  —  everybody  gets  sued  when  something  happens.  We  want  to  be  able 
to  demonstrate  due  diligence  on  our  own  part  in  the  event  that  anything  happens. 

(DD,  Chartered  Accountant) 

The  due  diligence  context  that  has  a  more  direct  impact  on  environmental  audit  is 
associated  with  a  legal  defense.  Although  companies  may  fully  intend  to  always  meet  the 
requirements  of  environmental  regulations,  the  dynamism  and  complexity  of  both  the 
regulations  and  the  technologies  to  which  they  refer  may  lead  to  firms  contravening  the 
law  and  charges  being  laid  or  a  suit  being  filed. 


If  you  are  a  big  company  and  you  try  your  damnedest— undoubtedly  you  will  screw 
up  every  once  in  a  while  because  the  law  generally  doesn't  differentiate  between  you 
having  a  loss  of  oil  because  you  let  a  pipe  corrode  through;  and  you  have  lose  of  oil 
because  it  was  your  ten  year  storm  and  it  was  pitch  black,  your  chief  operator  has  a 
heart  attack  and  everybody  else  is  breaking  up  with  their  wife  and  they  don't  really 
care.  (AT,  environmental  specialist) 

In  such  a  case  the  firm  must  find  some  manner  of  defense.  The  defense  of  due 
diligence  shifts  the  focuses  of  investigation  from  the  environmental  mishap  to  its  context 
and  especially  the  firm’s  environmental  systems  and  processes.  “Due  diligence  is  analo¬ 
gous  to  saying  that  no  conviction  will  take  place  where  the  breach  of  the  statute  has  oc¬ 
curred  without  negligence  on  the  part  of  the  defendant”  (Rovet,  1983:  73;  in  Wilson, 
1992:  206).  This  defense  gained  judicial  legitimacy  in  1978  when  the  Supreme  Court  of 
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Canada  introduced  the  notion  of  ‘strict  liability’.  Previous  to  this  point,  environmental 
offenses  earned  ‘absolute  liability’  which  meant  that  guilt  was  based  only  on  the  occur¬ 
rence  of  an  offence  —  intent  was  not  considered.  The  addition  of  ‘strict  liability’  meant 
that  for  some  offenses,  although  the  establishment  of  intent  was  still  not  necessary,  there 
could  be  a  defense  made  based  on  the  offender's  attempts  to  ensure  reasonable  care,  or 
due  diligence. 

A  due  diligence  defense  can  not  rely  solely  on  ‘symbolic’  gestures  or  unrealized 
plans;  it  must  be  grounded  in  concrete  actions,  systems  and  structures.  To  this  end, 
Environment  Canada  (1991,  Appendix  A)  has  described  the  nine  elements  of  a  compliance 
program  that  could  establish  the  basis  for  a  defense  of  due  diligence: 

1.  The  endorsement  and  implementation  of  written  policy  statements  endorsing 
compliance  with  laws. 

2.  Appointment  of,  and  education  of,  environmental  managers/coordinators  with  the 
duties  and  requirements  of  environmental  legislation. 

3.  Ongoing  training  of  staff  in  effective  performance  of  functions  required  by  legisla¬ 
tion,  in  particular  with  statutory  requirements  to  notify  environment  ministries  in 
respect  of  a  spill  and  timely,  adequate  responses  to  environmental  problems. 

4.  Ensuring  the  adequacy  and  accessibility  of  equipment  and  facilities  to  enable 
compliance. 

5.  Establishment  and  updating  of  operating  manuals  and  procedures  and  emer¬ 
gency/contingency  plans. 

6.  Implementation  of  environmental  protection  programs  and  regular  continuous 
monitoring  and  maintenance  thereof. 

7.  Timely  communication  with  employees,  including  information  updates,  notices 
and  reminders. 

8.  Planned  and  orderly  record  keeping,  documenting  systems  and  events. 

9.  Studies  and  programs  directed  to  air,  water,  spills,  and  impact  on  land. 

(in  Wilson,  1992:  207) 

This  understanding  of  due  diligence  is  well  established  in  the  professional  account¬ 
ing  community.  The  reporting  and  record-keeping  activities  mentioned  in  items  3.  and  8. 
are  especially  salient  to  accountants,  with  their  traditional  accountability  responsibilities. 
Accountants  are  attempting  to  promote  their  expertise  as  critical  in  the  establishment  of 
the  systems  and  structures  that  would  be  essential  in  a  due  diligence  defense. 

—  to  be  able  to  demonstrate  due  diligence  you  have  to  have  a  management  system 
in  place:  collects  the  evidence ,  documents  what  you  have  done,  references  commu¬ 
nications ,  etc.  And  have  people  in  the  appropriate  places:  you  have  to  form  a 
committee  so  that  someone  at  the  board  level  knows  or  has  the  authority  for  asking 
the  appropriate  questions.  (BE,  Chartered  Accountant) 

Summary  of  standardization  strategies  and  standards  of  practice 

The  standards  of  practice  in  environmental  audit  include  those  that  are  associated 
with  the  financial  audit  function  of  CAs  and  those  that  are  grounded  in  the  predominantly 
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legal  discourse  of  the  environment.  Auditing  standards  and  CAs’  traditional  role  of  adding 
credibility  to  financial  information  establish  well  entrenched  parameters  within  which  CAs 
are  able  to  negotiate  their  environmental  capabilities.  The  intersection  of  traditional  fi¬ 
nancial  audit  and  the  legal  standards  associated  with  legislation  and  compliance,  and  due 
diligence  provides  the  potential  for  the  formation  of  a  new  institutional  context.  If  CAs 
are  able  to  extend  their  legitimating  role  beyond  a  strictly  financial  context  and  encourage 
an  interpretation  of  due  diligence  that  privileges  their  ‘expertise’  then  they  may  have  a 
significant  role  to  play  in  environmental  audit.  This,  however,  also  demands  that  they  be 
included  within  the  ‘normal’  set  of  environmental  auditors. 

Membership  strategies  and  rules 

Like  standardization  strategies,  membership  strategies  are  concerned  with  the  es¬ 
tablishment  of  certain  institutional  and  industrial  phenomena  as  normal,  to  the  exclusion  of 
other  phenomena.  Whereas,  standardization  is  concerned  with  the  normality  of  practices 
and  products,  membership  is  concerned  with  the  normality  of  institutional  actors  and  their 
respective  roles.  DiMaggio  and  Powell  (1983)  align  this  concern  with  the  process  of  pro¬ 
fessionalization,  but  more  broadly,  the  empirical  phenomenon  of  professionalization  is  a 
member  of  a  larger  set  of  strategies  which  deal  with  issues  of  membership  and  meaning  in 
collectivities. 

For  CAs  involved  in  environmental  services,  the  central  question  of  membership 
revolves  around  the  legitimacy  of  accountants’  contributions  to  environmental  issues  and 
problems.  The  challenge  for  CAs  in  environmental  audit  or  other  environmental  services 
is  most  fundamentally,  “Do  we  belong?”.  This  question  is  being  asked  most  seriously 
along  the  dividing  lines  between  CAs  and  other  professions,  including  lawyers  and  engi¬ 
neers.  In  this  section,  I  will  examine  the  membership  categories  that  are  developing  and 
the  membership  strategies  of  accountants. 

The  membership  categories  within  the  broad,  inclusive  context  of  environmental 
audit  have  not  as  yet  been  definitively  established,  either  formally  or  informally.  There  are, 
however,  moves  toward  some  delineation  of  membership  and  meaning  by  professional 
groups  including  both  established  professions  acting  to  demarcate  their  own  lines  of 
authority,  and  new  environmental-audit  specific  groups,  such  as  the  Canadian 
Environmental  Audit  Association,  beginning  to  form  examination  and  certification  re¬ 
quirements.  Informally,  actors  within  this  domain  hold  strong,  but  disparate,  views 
regarding  the  appropriateness  of  particular  professional  qualifications  and  designations  for 
providing  various  types  of  environmental  services.  Unfortunately  for  the  CA  profession, 
one  of  the  most  uniformly  held  beliefs  among  the  non-accountants  interviewed  was  the 
relative  irrelevance  of  accountants  to  environmental  matters.  This  view  was  typified  by  an 
environmental  activist: 


We  have  also  had  a  lot  of  consultants  working  for  us  doing,  you  know,  biologists, 
various  engineers,  various  consultants  doing  consulting  work  for  us  and  so  there  is 
that  whole  area  as  well  and  they  play  a  very  valuable  role  —  Now  the  accountant  I 
see  primarily  as  a  bookkeeper,  you  know,  doing  our ...  we  needed  to  have  an  audit 
done  first  so  we  needed  an  accountant  —  (GH ,  environmental  activist) 
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Similarly,  the  lawyers  I  interviewed  were  skeptical  of  any  significant  role  for  CAs 
in  this  domain. 

Well,  accountants  are  always  phoning  us  up  and  asking  if  we’d  like  to  meet  for  lunch 
on  strategic  alliances  and  get  into  the  business  of  environmental  auditing  and  to  tell 
you  the  truth  I  just  do  not  think  that  accountants  have  a  whole  bunch  to  offer  in  this 
area.  (VM,  lawyer ) 

At  present,  there  are  two  salient  social  categories  for  accountants  interested  in  en¬ 
vironmental  services  which  seem  to  have  little  overlap:  the  category  of  Chartered 
Accountants  and  that  of  environmental  professionals.  Figure  4.3  illustrates  the  relation¬ 
ship  between  the  two  categories. 

Figure  4.3:  Membership  categories  —  -  Environmental  Professionals  and  CAs 


The  category  of  Chartered  Accountants  is  formally  bounded  through  a  set  of  re¬ 
quired  courses,  examinations  and  ‘practical  work  experience’.  This  boundary  is  highly 
institutionalized.  It  is  recognized  as  legitimate  to  the  point  that  its  requirements  have  a 
quasi-legal  status.  In  contrast,  the  category  of  environmental  professionals  is  neither  for¬ 
mally  circumscribed  nor  as  highly  institutionalized.  There  is  a  certain  uncertainty  and 
instability  concerning  who  can  be  counted  as  an  environmental  professional.  However,  as 
suggested  above,  for  many  individuals  involved  in  environmental  matters,  the  uncertainty 
does  not  go  so  far  as  to  include  accountants  as  legitimate  members  of  the  environmental 
professionals  set. 

The  membership  strategies  of  accountants  focus  on  the  establishment  of  some 
overlap  between  these  two  social  categories.  Figure  4.4  summarizes  their  membership 
strategies. 
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Figure  4.4:  Accountants'  Membership  Strategies 


•  reclaim  'audit'  •  emphasize  societal 

•  GreenLEAP  responsibility 

•  'quarterbacking' 


The  strategies  listed  under  the  set  of  environmental  professionals  are  concerned 
with  expanding  those  boundaries  such  that  they  would  include  accountants  involved  in 
environmental  services.  These  strategies  utilize  current  conceptualizations  of  accountancy 
to  attempt  to  redefine  the  requirements  of  environmental  professionals.  The  strategy  of 
emphasizing  societal  responsibility  listed  under  the  set  of  Chartered  Accountants  is  an 
attempt  to  extend  the  scope  of  accountancy’s  mandate  to  include  environmental  issues  on 
a  broad  scale,  such  that  accountants  would  necessarily  be  included  in  the  domain  of  envi¬ 
ronmental  professionals.  The  remainder  of  this  section  will  discuss  each  of  those  strate¬ 
gies  in  turn. 

Reclaiming  audit 

The  actions  of  CAs  which  focus  on  the  establishment  of  institutional  boundaries 
around  particular  environmental  services  and  the  meanings  attached  to  those  boundaries 
revolve,  as  much  of  this  discussion  does,  around  the  notion  of  ‘audit’.  For  the  Chartered 
Accounting  profession,  this  term  is  the  central  connection  to  the  environment  and  to  the 
possibility  of  establishing  some  controlling  position  in  the  realm  of  environmental  services. 
However,  because  of  their  well  specified  internal  definition  of  audit,  and  its  adoption  as  a 
label  in  other  domains,  the  privileging  of  Chartered  Accountancy  based  on  their  associa¬ 
tion  with  audit  is  precariously  positioned. 

/  think  that  up  until  six,  seven  years  ago  it  would  be  true  to  say  that  the  accounting 
profession  owned  the  term  ‘audit’  and  if  you  said  audit  then  people  would  say  ac¬ 
countants.  I  don't  think  that  is  any  longer  the  case  -  it  s  escaped,  the  genie  is  out  of 
the  bottle.  Environmental  auditing  is  now  accepted  an  accepted  discipline  outside 
of  the  control  of  accounting.  (BE,  Chartered  Accountant ) 
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Accountants  argue  that  they  are  uniquely  qualified  to  manage  audit  processes,  that 
their  training  and  experience  in  financial  audit  is  directly  applicable  despite  the  differences 
in  context. 

Most  of  the  environmental  audits  groups  that  are  out  there  saying  that  they  are  do¬ 
ing  environmental  auditing  are  engineers  and  l  don't  want  to  take  anything  away 
from  the  profession,  but  we  know  how  to  audit,  we  know  how  to  design  the  audits, 
strategise  it,  develop  it,  test  it  and  have  it  be  verifiable  so  someone  can  go  back  and 
do  it  again.  /  suggest  to  you,  you  could  get  vastly  different  reports  you  could  differ¬ 
ent  people  to  go  do,  what  today  is  called,  environmental  audit  and  get  very  different 
results.  (DD,  Chartered  Accountant) 

This  strategy  is  strongly  linked  to  the  identity  issues  and  horizontal  competition 
faced  in  accountants  competitive  situation.  The  identity  of  ‘accountant  as  auditor ’  that 
several  accountants  enunciated  was  in  contrast  to  other  environmental  professionals  who 
were  not  accountants.  Accountants  are  attempting  to  manage  their  image  such  that  they 
might  be  seen  as  critical  to  environmental  audit  based  on  their  generic  auditing  skills.  This 
is  important  to  their  management  of  identity  —  with  so  much  of  their  socialization  and 
professional  status  based  on  audit,  its  colonization  by  other  professionals  must  create 
significant  dissonance.  Furthermore,  the  resource  dependencies  and  competitive  disadvan¬ 
tage  faced  by  accountants  vis  a  vis  potential  substitute  professionals  encourage  strategies 
that  might  increase  accountants’  legitimacy  in  the  area  and  lessen  those  dependencies.  If 
accountants  can  control  audit  as  a  term,  their  ‘right’  to  participate  in  environmental  audit 
would  be  secured. 

GreenLEAP 

An  explicit  membership  strategy  is  the  formation  of  GreenLEAP: 

NB:  [GreenLEAP]  is  a  non-profit  organization  that  is  set  up  to  share  information 
between  lawyers  and  accountants  and  engineers  for  the  technical  accounting  and 
economists.  (NB,  Chartered  Accountant) 

This  association  was  the  only  formal  inter— profession  communication  that  I  en¬ 
countered.  It  was  founded  by  a  CA  whose  business  focuses  on  the  development  of  envi¬ 
ronmental  due  diligence  software.  This  association  explicitly  enrolls  CAs  within  the  com¬ 
munity  of  environmental  professionals  with  a  leadership  position,  at  least  with  respect  to 
the  dissemination  of  information  —  a  function  which  is  critical  to  the  implementation  of 
membership  strategies. 

' Quarterbacking ’  rhetoric 

With  environmental  audit  and  other  environmental  services  being  offered  by  engi¬ 
neers,  lawyers,  environmental  scientists  and  other  natural  scientists,  CAs  are  offering 
themselves  as  coordinators,  designers,  architects,  quarterbacks  and  strategists  for  this 


area. 
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We  know  what  it  is  that  an  environmental  review,  let’s  use  the  word  'review'  instead 
of  audit,  we  know  what  it’s  trying  to  accomplish  and  because  of  our  normal  auditing 
procedures,  techniques,  we're  probably  as  well  qualified  as  anyone  to  put  that  team 
together.  And  to  sort  of  quarterback  the  thing,  traditionally  in  doing  audits  we  have 
had  to  rely  on  outside  expertise  in  terms  of  getting  legal  opinions  or  getting  engi¬ 
neering  opinions,  labor  studies,  that  sort  of  thing  to  justify  an  audit  opinion  and  this 
is  the  same  sort  of  thing  where  you  can  put  together  a  team  of  engineers,  an  ac¬ 
countant,  some  lawyers,  and  whoever  you  need  to  sort  of  look  at  this  problem  —  it  is 
a  problem  -  and  say  'OK  how  are  we  going  to  attack  this  thing  now?'.  (SN, 

Chartered  Accountant ) 

Here,  accountants  are  struggling  to  establish  a  role  for  themselves  among  a  set  of 
environmental  professions,  each  of  which  seems  to  hold  a  prima  facie  claim  on  some 
technical  or  legal  aspect  of  the  environment.  Again,  this  strategy  is  consistent  with  the 
identity  and  resource  dependence  issues  in  accountants’  horizontal  competition  with  other 
professionals.  This  strategy  is  frustrated  to  some  extent  by  the  role  that  lawyers  have  be¬ 
gun  to  take  on  in  some  environmental  situations. 

With  respect  to  the  legal  defense  of  companies  which  are  charged  with  environ¬ 
mental  offenses,  the  legal  profession  is  in  a  particularly  privileged  position.  Once  the 
management  of  environmental  issues  is  translated  into  a  legal  issue  by  some  external  body, 
whether  that  is  the  government  or  some  other  interest  group,  a  highly  institutionally  le¬ 
gitimate  corporate  response  is  legal  defense.  This  is  not  to  say  that  other  professional 
groups  will  not  be  involved  in  legal  proceedings;  engineers,  environmental  scientists, 
hydrologists,  zoologists,  botanists  and  other  natural  scientists  are  often  called  upon  for 
expert  and  substantive  testimony,  and  public  relations  professionals,  both  internal  to  the 
firm  and  external,  may  be  used  to  help  ‘manage’  public  opinion,  as  was  the  case  with  the 
Exxon  Valdez  incident.  However,  the  input  of  all  of  these  professionals  will  likely  be 
subordinate  to  the  legal  defense  strategy  which  will  be  produced  by  counsel,  internal  and 
external. 

Emphasize  societal  accountability  and  responsibility 

The  second  form  of  membership  strategy  is  the  call  made  by  some  accountants  for 
more  societal  accountability  in  terms  of  a  company’s  environmental  impact.  The  CAs 
argue  that  there  is  a  public  demand  for  more  information  in  this  regard,  and  that  that  in¬ 
formation  must  be  verifiable  and  attested  to. 

I  think  at  some  point  the  public  at  large  in  order  to  assess  companies  and  even  to 
some  extent  regulators  depend  on  the  information  that  those  companies  put  out 
which  is  to  a  large  degree  financial  statements  and  related  information,  and  if  in 
some  way  we  can,  as  a  profession,  I  mean  this  is  as  an  office  or  as  a  firm,  but  as  a 
profession  we  can  in  some  way  incorporate  a  company  s  environmental  conscious¬ 
ness  into  that  or  articulate  it  into  some  sort  of  measurable  form  than  that  allows  the 
public  to  compare  company  to  company.  (RL,  Chartered  Accountant) 

The  CICA  report  on  Environmental  Auditing  and  the  Role  of  the  Accounting 
Profession  argues  for  the  possibility  of  an  enhanced  role  for  CAs  in  providing  and  attesting 
to  environmental  information  (CICA,  1992:  7).  The  report  cites  the  formulation  of  the 
Valdez  Principles  by  the  Coalition  for  Environmentally  Responsible  Economies  as  one 
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indication  of  this  possibility.  Table  4.21  lists  three  of  the  principles,  one  of  which  is  the 
most  general  and  two  of  which  suggest  a  potential  role  for  external  auditors. 

Table  4.21  ~~ 

The  Valdez  Principles 

1.  Protection  of  the  Biosphere 

We  will  minimize  and  strive  to  eliminate  the  release  of  any  pollutant  that  may  cause 
environmental  damage  to  the  air,  water,  or  earth  and  its  inhabitants.  We  will  safe¬ 
guard  habitats  in  rivers,  lakes,  wetlands,  coastal  zones  and  oceans  and  will  minimize 
contributing  to  the  greenhouse  effect,  depletion  of  the  ozone  layer,  acid  rain,  or 
smog. 

8.  Disclosure 

We  will  disclose  to  our  employees  and  the  public  incidents  relating  to  our  operations 
that  cause  environmental  harm  or  pose  health  or  safety  hazards.  We  will  disclose 
potential  environmental,  health  or  safety  hazards  posed  by  our  operations,  and  we 
will  not  take  any  action  against  employees  who  report  any  condition  that  creates  a 
danger  to  the  environment  or  poses  health  and  safety  hazards. 

10.  Assessment  and  Annual  Audit 

We  will  conduct  and  make  public  an  annual  self-evaluation  of  our  progress  in  im¬ 
plementing  these  Principles  and  in  complying  with  all  applicable  laws  and  regula¬ 
tions  throughout  our  worldwide  operations.  We  will  work  toward  the  timely  creation 
of  independent  environmental  audit  procedures  which  we  will  complete  annually  and 
make  available  to  the  public. 

_ (Coalition  for  Environmentally  Responsible  Economies,  1989) 

Based  on  sections  8  and  10  of  the  Valdez  Principles,  there  is  a  clear  role  for  an 
external  audit  function  in  the  environmental  area  that  is  quite  closely  related  to  CAs’  tra¬ 
ditional  notion  of  attestation.  Although  there  currently  are  a  broad  array  of  environmental 
activities  captured  under  the  label  of  environmental  audit,  these  principles,  and  more  gen¬ 
erally  the  issue  of  corporate  reporting  responsibilities,  creates  a  space  in  which  the  CA 
profession  might  have  some  privileged  abilities  and  functions. 

Nodal  points 

The  absence  of  institutionally  specific  rules  and  standards  in  environmental  audit 
provides  an  occasion  for  structuring  (Barley,  1986);  as  the  various  institutional  actors 
compete  for  situational  and  institutional  resources  they  develop  local  interpretations  of 
rules  and  standards  that  structure  and  limit  ensuing  interpretations.  The  theoretical  de¬ 
scription  of  nodal  points  presented  in  Chapter  Two  highlights  their  fixed  and  singular 
nature.  The  words  ‘nodal’  and  ‘point’  also  suggest  singularity.  I  describe  nodal  points  in 
the  theoretical  framework  as  local  instantiations  of  more  general  rules  and  standards.  This 
can  be  so,  however,  without  the  existence  of  a  commonly  understood  and  uniformly  ac¬ 
cepted  meaning  for  any  particular  nodal  point.  If  the  linguistic  focus  for  the  term  is  di¬ 
rected  toward  the  ‘nodal’  element  rather  than  the  ‘point’,  then  the  definition  can  be  broad- 
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ened  somewhat.  If  node  is  understood  in  terms  of  its  reference  to  graphs  and  networks, 
then  the  image  presented  in  the  theoretical  framework  is  pictured  in  Figure  4.5. 

Figure  4.5:  A  singular5  understanding  of  nodal  point 
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In  contrast,  a  nodal  point  might  also  present  multiple  possible  interpretations  to 
institutional  actors.  Where  standards  and  rules  intersect  in  such  a  manner  that  no  single, 
definitional  understanding  has  been  developed,  then  actors  might  draw  on  that  intersection 
in  ways  that  privilege  their  own  interests  and  positions.  Figure  4.6  illustrates  this  possibil¬ 
ity.  The  nodal  point  continues  to  act  as  a  gathering  point  for  standards  and  rules,  and  it 
continues  to  serve  actors  as  a  resource  in  the  development  of  their  industry  relationships, 
but  there  now  exists  a  plurality  of  contested  interpretations  and  effects  flowing  from  the 
nodal  point.  This  scenario  is  more  reflective  of  the  environmental  audit  nodal  points  than 
is  the  singular  fixed  interpretation. 

Figure  4.6:  A  ‘plural’  understanding  of  nodal  point 
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The  environmental  audit  nodal  points  correspond  much  more  closely  with  this  plu¬ 
ral  version  of  nodal  points  than  with  a  singular  version.  The  first  nodal  point  audit 
is  identified  by  professional  accountants  in  terms  of  both  its  standardized,  professionally 
legitimated  conception  and  its  more  public,  disparate  set  of  interpretations  which  vary 
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among  actors  and  contexts.  Similarly,  ‘the  environment’  is  conceptualized  in  a  multiple  of 
ways  within  the  domain  of  environmental  audit,  within  and  between  actors  and  contexts. 


‘Audit’ 

The  procedural  and  definitional  standards  of  audit,  and  the  associated  credibility 
and  liability  issues  all  act  as  standards  that  indirectly  establish  constraints  on  actors’  behav¬ 
iors  within  the  domain  of  environmental  audit.  The  more  general  notion  of  ‘audit’,  how¬ 
ever,  acts  as  a  nodal  point  within  this  domain:  it  acts  as  a  central  resource  for  sensemak¬ 
ing  and  legitimation.  Environmental  auditors  and  their  clients  draw  on  generalized  under¬ 
standings  of  ‘audit’  to  make  sense  of  their  actions  regarding  environmental  problems. 

TL:  And  where  does  the  [environmental  audit]  methodology  come  from? 

A  T:  It  is  an  internally  developed  methodology.  We  steal  from  the  vast...  I  guess  I 
should  say:  we  know  what  is  going  on  in  auditing;  we  know  trends  in  auditing  and 
we  have  had  people  off  on  auditing  courses  and  we  try  and  use  the  best  ideas  that  we 
come  across  to  get  the  picture  together.  And...  our  company  overseas...  has  a  long 
history  of  auditing  as  well  so  we  use  a  lot  of  their  expertise.  So  it  is  a  combination 
approach.  (AT,  environmental  specialist) 

AT  explicitly  describes  his  company’s  approach  to  environmental  audit  as  based  on  varied 
and  generalized  notions  of  audit,  without  reference  to  specific  standards. 

For  CAs  initiating  an  environmental  practice,  ‘audit’  serves  as  a  legitimating  de¬ 
vice.  The  specific  standards  of  financial  auditing  are  less  critical  here  than  the  generalized 
understanding  of  ‘audit’,  because  their  quasi-legal  status  does  not  transfer  non-problem- 
atically  to  non-financial  contexts.  CAs’  ability  to  ‘do  audit’  in  the  sense  of  present  them¬ 
selves  as  skilled  and  qualified  ‘auditors’  has  allowed  them  to  enter  a  community  which  had 
previously  defined  environmental  audit  independently  of  professional  accounting’s  stan¬ 
dards  of  practice. 

One  of  the  ways  in  which  audit  can  be  seen  serving  as  a  nodal  point  is  in  the  man¬ 
agement  of  personal  careers.  The  notion  of  audit  serves  as  some  accountants’  point  of 
entry  to  the  domain  of  environmental  audit.  For  at  least  one  of  the  accountants  I  inter¬ 
viewed,  the  word  “audit”  itself  acted  as  the  direct  catalyst: 

I  was  having  dinner  with  a  friend  who  mentioned  that  they  were  involved  in  envi¬ 
ronmental  auditing— the  word  auditing  caught  my  attention  and  this  fellow  has  a 
biological  background  and  I  made  a  few  inquiries  regarding  the  types  of  things  that 
he  was  doing  —  the  methodologies.  I  really  was  surprised  to  find  that  what  he  was 
doing  was  very  crude  from  an  auditing  perspective— sophisticated  from  a  biological 
perspective  but  very  primitive  from  an  auditing  perspective...  (BE,  Chartered 
Accountant). 

It  was  based  on  this  dinner  conversation  that  BE  began  to  investigate  the  possibili¬ 
ties  of  environmental  audit  in  his  local  office. 

It  struck  a  cord  with  a  fellow,  one  of  the  partners  who  also  had  an  interest  in  that. 

We  pursued  that  and  some  of  us  went  to  a  few  conferences  which  confirmed  our  im¬ 
pression  of  auditing  techniques  for  various  things  and  we  decided  there  might  be  a 
niche.  (BE,  Chartered  Accountant) 
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The  general  experience  of  many  of  the  accountants  as  auditors  seemed  to  provide 
for  them  a  rationale  for  providing  environmental  services: 

Wc  have  had  lots  of  experience  in  all  types  of  reports  that  we  can  issue  in  the  finan¬ 
cial  context— the  environmental  auditing,  because  it  is  auditing,  associate  us  in  those 
types  of  things  as  well.  (MM,  Chartered  Accountant) 

As  a  nodal  point,  rather  than  as  a  standard,  the  ‘definition’  of  audit  is  subject  to  all 
of  the  influences  that  emerge  out  of  all  of  the  direct  and  indirect  rales  and  standards.  One 
result  of  these  multiple,  and  sometimes  conflicting,  influences  is  the  problematization  of 
the  accountant-audit  connection.  A  comment  by  one  CA  summarized  the  frustration  felt 
by  accountants  regarding  the  lowering  of  the  specificity  of  the  term: 

/  think  that  up  until  six,  seven  years  ago  it  would  be  true  to  say  that  the  accounting 
profession  owned  the  term  ’audit’  and  if  you  said  audit  then  people  would  say  ac¬ 
countants.  I  don't  think  that  is  any  longer  the  case  -  it’s  escaped,  the  genie  is  out  of 
the  bottle.  (BE,  Chartered  Accountant) 

‘Audit’  as  a  nodal  point  is  inextricably  connected  to  auditing  standards  through  the 
legal,  institutional  and  cultural  parameters  set  by  those  standards,  but  in  this  analytical 
framework  it  is  distinct  from  those  standards  and  its  distinction  is  most  evident  in  its  ef¬ 
fects.  The  audit  nodal  point  is  both  more  and  less  strategic  than  auditing  standards:  it  is 
more  strategic  in  that  its  presentation  and  enactment  impinge  directly  on  the  social  rela¬ 
tions  within  which  actors  constitute  environmental  audit;  and,  it  is  less  strategic  in  that  it  is 
farther  removed  from  the  strategic  actions  of  actors,  who  are  able  to  either  draw  on  extant 
resources  or  influence  contextual  rules  and  standards,  biit  unable  to  directly  impact  insti¬ 
tutional  nodal  points.  For  instance,  the  actions  of  CAs  can  directly  affect  the  formation  of 
their  auditing  standards  through  lobbying  their  professional  association  or  changing  firm- 
level  practice  standards,  but  these  actions  do  not  directly  affect  the  ‘audit’  nodal  point. 

The  nodal  point  is  a  contested  site  wherein  many  different  actors  vie  for  influence  indi¬ 
rectly  by  supporting  various  rules  or  standards,  or  by  resisting  extant  forms  of  industry 
relationships.  This  theoretical  point  will  be  returned  to  in  the  concluding  chapter  where  I 
will  examine  some  of  the  tensions  between  the  empirical  findings  and  the  theoretical 
framework. 

‘ The  environment * 

‘The  environment’  is  the  second  nodal  point  in  the  domain  of  environmental  audit. 
Like  audit,  it  is  neither  constituted  nor  presented  in  a  singular,  coherent  fashion.  Rather, 
the  environment  is  a  site  of  multiple,  and  sometimes  conflicting,  constructions.  Here,  I 
will  examine  ‘the  environment’  in  five  forms:  risk;  regulation/jurisprudence;  nature;  public 
opinion;  and,  an  actor  network.  Although  some  of  these  understandings  of  the  environ¬ 
ment  may  lead  to  conflictual  or  contradictory  practical  implications  for  the  actors  who 
hold  them,  they  nevertheless  jointly  reinforce  the  importance  of  the  environment  as  a 
nodal  point  in  all  examinations  of  industrial  environmental  impact.  An  environmental 
activist  recognized  the  plurality  of  the  environment  in  her  strategies  for  change. 
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You  aren  I  going  to  win  on  the  law  itself,  governments  can  always  change  the  law. 
You  must  be  taking  legal  routes,  political  routes,  public  awareness  routes,  scientific 
routes  —  you  have  to  be  doing  all  of  these  things  at  the  same  lime.  (GH,  environ¬ 
mental  activist) 


“ The  environment’  as  risk 

An  understanding  of  ‘the  environment5  as  a  site  of  potential  risk  or  liability  shapes 
much  of  the  activity  around  environmental  audit  and  especially  the  intersection  of  account¬ 
ing  and  environmental  issues.  ‘The  environment’  here  is  experienced  here  as  a  source  of 
mitigatable,  but  ultimately  uncontrollable,  risk;  ‘the  environment’  is  attached  to  assets  or 
activities  in  a  problematic  manner.  One  area  that  this  can  be  seen  clearly  in  is  the  attempts 
to  manage  environmental  risk  in  various  accounting  services. 

[Insolvency]  is  an  area  where,  from  a  public  accounting  perspective,  the  environ¬ 
mental  issues  have  been  at  the  forefront  for  a  while.  Banks  are  very  nervous  when 
they  consider  a  customer  and  see  some  collateral  as  to  whether  or  not  they  are  also 
getting  their  liability  from  the  environmental  issues.  (DD,  Chartered  Accountant) 

The  uncertainty  that  accountants  associate  with  ‘the  environment’  is  expressed 
both  in  terms  of  an  opportunity  to  provide  some  assurance  and  as  a  direct  risk  in  terms  of 
their  own  ability  to  attach  certainty  to  that  assurance.  The  lack  of  scientific  training  on  the 
part  of  CAs  and  the  consequential  multi-disciplinary  nature  of  environmental  services 
leaves  the  CAs  in  a  much  more  precarious  position  than  in  a  traditional  audit  situation  in 
which  all  of  the  necessary  expertise  would  be  resident  within  the  firm  and  legitimated  by  a 
professional  body. 

I  think  as  a  profession  something  that  we  are  really  struggling  with  is  to  what  sort  of 
comfort  can  we  attach  tc  management  assertion  and  how  does  our  expertise,  how  do 
we  conjunct  our  expertise  with  engineers  and  chemists  and  making  that  sort  of  as¬ 
sessment  and  providing  the  comfort  to  lenders  and  what  sort  of  risks  are  we  taking 
on  by  providing  that  and  what  is  our  exposure.  (RL,  Chartered  Accountant) 


‘ The  environment’  as  regulation! jurisprudence 

One  of  the  most  influential  ways  in  which  ‘the  environment’  is  experienced  by  the 
actors  in  this  domain  is  as  a  complex,  interrelated  set  of  regulations,  laws,  acts  and  court 
rulings.  For  the  professional  accounting  profession,  their  traditional  role  of  establishing 
reporting  standards  and  attesting  to  the  observance  of  those  standards  is  being  brought 
into  environmental  issues  as  they  are  translated  into  issues  of  disclosure  and  reporting, 
especially  with  respect  to  long-term  liabilities. 

So  I  spent  the  last  couple  of  months  looking  at  how  the  various  oil  and  gas  lines  es¬ 
timate  their  environmental  obligations  and  how  they  mold  that  into  with  these  new 
accounting  standards.  (SN,  Chartered  Accountant ) 

However,  this  conception  of  the  environment  is  even  more  closely  tied  to  the  rela¬ 
tionship  between  ‘the  environment’  and  the  legal  profession.  In  dealing  with  such  issues 
as  construction  permits,  zoning  disputes,  resource  ownership  and  royalties,  the  legal  pro¬ 
fession  has  for  many  years  been  involved  in  problems  which  would  now  be  considered 
environmental.  And,  in  recent  years,  lawyers  have  moved  much  more  quickly  in  the  es- 
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tablishment  of  environmental  practices  and  institutional  devices,  such  as  the  Environmental 
Law  Center  and  the  Alberta  Environmental  Advocacy  Foundation.  Like  the  accountants, 
however,  they  too  are  balanced  far  more  toward  intention  than  experience.  Of  the  lawyers 
I  spoke  to,  only  one  had  a  been  involved  in  more  than  one  environmental  law  case. 

Along  with  government  regulation,  another  factor  driving  the  centrality  of  the  legal 
system  in  environmental  matters  are  the  actions  taken  by  environmental  activist  groups. 
Over  the  past  10  years,  there  has  been  a  significant  increase  in  the  use  of  legal  tactics  by 
Canadian  environmental  groups.  The  proven  effectiveness  of  such  tactics  in  obtaining 
both  legal  measures  against  environmental  destruction  and  media  attention,  along  with  the 
movement  of  legally-oriented  U.S.  environmental  groups,  such  as  the  Sierra  Club,  into 
Canada,  has  promoted  a  context  in  which  legal  remedies  are  seen  as  legitimate  and  effec¬ 
tive.  The  interpenetration  of  environment  and  law  became  most  obvious  when  listening  to 
an  environmental  activist  describe  her  experiences: 

So  we  have  been  to  Provincial  Court,  up  to  QB  and  back  to  Provincial  Court  and 
now  we  have  just  finished  an  Appeal  Court.  So  there  is  a  whole  lot  of  legal  issues  so 
they've  stayed  the  charges  and  we  have  challenged  their  right  to  intervene  and  stay 
the  charges,  but  now  we  are  back  and  we  are  going  up  to  the  Supreme  Court  at  least 
two  or  three  times  on  this.  And  we  will  be  setting  even  more  law...  with  respect  to 
constitutional  jurisdiction  over  the  environment  particularly  fisheries  and  whether 
or  not  they  can  delegate  that  responsibility  to  the  provinces  —  (GH,  environmental 
activist) 


I  was  l at  the  Supreme  Court]  and  we  had  nine  full  judges  and  twenty  four  gowned 
lawyers  as  well  as  the  number  of  lawyers  just  watching  to  see  what  was  happening. 
It  was  quite  an  experience.  (GH,  environmental  activist) 


‘The  environment ’  as  nature 

This  conception  of  ‘the  environment’  is  the  most  public;  in  the  context  of  ‘public 
discussion’,  such  as  television  news  or  casual  conversation  between  strangers,  mention  of 
environmental  issues  would  likely  suggest  problems  of  nature  —  they  might  be  addressed, 
or  caused,  through  technology,  regulation,  or  some  other  human  intervention,  but  the 
problem  would  ultimately  be  with  nature.  This  is  exactly  the  connotation  of  someone 
being  an  ‘environmentalist’:  they  are  not  concerned  with  risk  or  regulation,  but  rather  with 
nature  and  specifically  human  societies  effects  on  nature.  This  conception,  however,  did 
not  emerge  very  often  in  my  interviewees.  The  only  context  in  which  it  would  consistently 
surface  in  a  ‘pure  form’  was  in  the  discussions  of  motivations. 

/  would  say  that  everybody  in  the  group  has  a  keen  personal  interest  in  environ¬ 
mental  issues.  Fancy  themselves  as  minor  league  environmentalists  at  home-  -trying 
to  do  everything  right— use  the  blue  boxes.  I  compost  in  my  garden  and  I  avoid 
packages,  carry  my  little  canvas  bag  to  the  grocery  store.  (DD,  Chartered 
Accountant) 

There  was  more  often  some  overlap  in  the  conceptions  of  the  environment  as 
nature  with  legal  or  risk  issues.  On  these  occasions,  it  seems  as  though  nature  was  filling 
in  the  gaps  of  a  risk  or  legal  context;  where  the  risk  or  legal  conception  does  not  saturate 
the  occasion  with  its  own  language,  then  there  might  be  some  nature-language  which 
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creeps  in.  For  example,  where  ‘the  environment’  is  predominantly  a  legal  construct,  there 
might  be  some  necessity  to  refer  to  the  actual  physical  sites  by  a  name  that  is  rooted  in 
nature,  rather  than  in  the  law. 

So  on  August  2, 1988  they  actually  blocked  the  river.  They  actually  did  it  on  July 
21  —  on  August  2  I  laid  the  charges.  For  that  we  hired  a  criminal  lawyer  and  we 
needed  a  criminal  lawyer  to  help  assist  us  with  the  main  case,  because  the  Fisheries 
Act  is  a  criminal  Act.  (GH,  environmental  activist) 

Here,  GH  refers  directly  to  the  river  that  her  group  was  fighting  to  keep  undam¬ 
med,  but  then  immediately  returns  to  a  legal  discourse  of  criminal  lawyers,  cases,  and 
regulatory  Acts.  This  seemed  to  be  a  common  pattern  in  interviewees’  descriptions  of 
their  activities:  ‘the  environment’  as  nature  would  surface  periodically,  be  drawn  upon  as  a 
resource  that  anchored  and  momentarily  legitimated  their  more  complex  environmental. 
Like  the  other  conceptions  of  ‘the  environment’  this  one  seemed  to  be  a  very  social,  very 
constructed  understanding. 

The  benefit  from  the  environmental  perspective  is  that  in  the  past  the  company  that 
was  being  environmentally  conscious  and  spending  some  money  now  in  trying  to 
mitigate  any  future  risk  of  environmental  problem  or  doing  some  clean  up  and  all 
that,  but  their  financial  statement  was  looking  worse  then  a  company  that  wasn't 
spending  any  money.  They  were  being  a  better  corporate  citizen  and  it  didn't  show 
up.  (SN ,  Chartered  Accountant) 


“ The  environment’  as  public  opinion 

‘The  environment’  is  also  constituted  is  in  terms  of  the  expression  of  public  opin¬ 
ion.  Although  the  expression  of  public  opinion  does  itself  present  the  environment  in 
some  important  contexts,  such  as  public  gatherings  and  protests,  it  is  the  re-presentation 
of  public  opinion  by  actors  within  the  domain  of  environmental  audit  that  is  of  concern 
here.  In  this  domain,  public  opinion  was  drawn  upon  as  a  discursive  resource  that  indi¬ 
viduals  used  to  explain  organizational  and  institutional  activity.  This  was  usually  done 
with  a  high  degree  of  specificity,  where  public  opinion  was  concerned  with  a  particular, 
often  local,  environmental  issue,  and  the  firm  was  forced  to  organize  some  kind  of  re¬ 
sponse  to  it.  For  instance,  an  environmental  audit  might  be  demanded  where  there  was 
public  pressure  regarding  the  pollution  output  of  a  particular  facility,  such  as  a  pulp  mill’s 
effluents. 

Public  opinion  was  also  drawn  upon  in  a  more  general  manner  where  it  was  consti¬ 
tuted  as  the  opinion  of  the  public  writ  large  —  society: 

1  think  at  some  point  the  public  at  large  in  order  to  assess  companies,  and  even  to 
some  extent  regulators,  depend  on  the  information  that  those  companies  put  out 
which  is  to  a  large  degree  financial  statements  and  related  information.  And  if  in 
some  way  we  can,  as  a  profession  —  incorporate  a  companies  environmental  con¬ 
sciousness  into  that,  or  articulate  it  into  some  sort  of  measurable  form  than  that  al¬ 
lows  the  public  to  compare  company  to  company.  (RL,  Chartered  Accountant) 

This  more  general  understanding  of  public  opinion  was  drawn  upon  by  profes¬ 
sional  accountants  to  justify  their  long-term  role  in  the  context  of  the  environment.  There 
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was  a  strong  sense  that,  although  professional  accounting  may  not  be  central  in  these  de¬ 
bates  at  the  present,  it  certainly  would  be  in  the  future. 

‘The  environment '  as  actor  network 

The  final  manner  by  which  actors  understand  ‘the  environment’  is  as  a  network  of 
actors,  including  activists,  regulatory  boards,  governments,  and  industry  associations.  For 
individuals  in  the  oil  industry,  this  network  acted  as  a  force  to  which  they  must  respond. 

We  keep  our  finger  on  the  pulse  of  what  is  going  on  in  Europe,  what  is  going  on  in 
Canada,  and  the  States,  both  through,  sort  of,  the  official  channels  like  the  govern¬ 
ments,  but  also  through  the  environmental  groups  —  what  we  call  NGOs  no  govern¬ 
ment  organizations  —  see  what  they  are  becoming  concerned  with  and  look  at  it  that 
way.  (AT,  environmental  specialist) 

For  the  activists,  the  network  of  groups  was  interpenetrated  with  the  network  of 
individual  members.  It  is  in  the  structure  of  the  network,  its  separation  into  groups  and 
categories  of  groups,  that  the  complexity  and  power  of  the  environment  is  translated  into 
action. 


TL:  Presumably  there  would  be  a  lot  of  overlap  in  membership  between  these 
groups? 

K:  Clearly  there  is  a  lot  of  overlap— I  am  a  member  of  Alert,  and  Friends  of  the  Old 
Man  River,  and  the  Alberta  Wilderness  Association;  I  was  a  director  on  the 
Environmental  Law  Center,  and  a  member  of  the  Alberta  Fish  and  Games.— There  is 
a  lot  of  overlap,  but  the  different  organizations  give  you  different  things  and  ac¬ 
complish  different  things.  (GH,  environmental  activist) 


Summary 

The  standards  of  environmental  audit  practice  (audit  standards,  credibility,  liability, 
regulation  and  compliance,  due  diligence)  intersect  with  the  informal  and  unstable  rules  of 
membership  in  the  formation  of  ‘the  environment’  and  ‘audit’  nodal  points.  Together 
these  institutional  structures  delineate  a  context  for  the  competitive  situation  of 
environmental  audit. 


CHAPTER  SUMMARY  AND  CONCLUSIONS 
This  chapter  has  examined  the  competitive  situation  and  institutional  context  faced 
by  accountants  as  they  attempt  to  enter  into  the  Field  of  environmental  services. 

Structuring  the  discussion  around  the  division  between  competitive  and  institutional  ele¬ 
ments  has  highlighted  the  differences  in  forms  of  action  and  structure  between  the  two.  In 
this  last  section,  I  will  examine  two  ‘streams’  of  action  and  structure  that  connect  the 
competitive  situation  and  institutional  structure.  The  first  concerns  the  relationship  among 
the  various  professions  that  are  involved  in  environmental  services.  The  impacts  of  this 
relationship  permeate  industry  relationships,  identities,  situational  strategies  and  member¬ 
ship  rules  and  strategies.  The  second  stream  connects  vertical  industry  relationships  with 
resources  and  standards  of  practice,  and  situational  and  standardization  strategies. 
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Horizontal  relationships,  identity  and  membership 

The  analysis  of  horizontal  relationships  indicated  that  substitution  from  other 
professions  is  the  most  pressing  competitive  threat  faced  by  accountants  in  this  field. 
Accountants’  environmental  activities  are  considered  to  be  much  less  legitimate  than  those 
of  other  professionals.  Operational  compliance  assessments  are  largely  outside  of  the 
accounting  profession’s  traditional  scope,  while  the  other  environmental  services  require 
an  interdisciplinary  approach  for  accounting  involvement  to  be  sensible.  The 
price/performance  characteristics  and  switching  costs  associated  with  environmental 
services  both  work  to  disadvantage  accountants. 

All  of  this  competitive  pressure  from  other  professions  interacts  strongly  with  the 
identities  accountants  have  constructed  for  themselves.  The  accountant  as  auditor  is 
especially  salient.  Here,  accountants  have  defined  themselves  in  contrast  to  other 
environmental  professionals  who  have  less  audit  experience  and  expertise.  This  identity 
trades  on  the  accounting  profession’s  traditional  public  responsibility  for  the  validity  and 
credibility  of  financial  documents.  The  auditor  identity  carries  through  into  the  realm  of 
membership  strategies  and  rules.  The  focus  here  is  on  the  categories  of  ‘environmental 
professionals’  and  ‘Chartered  Accountants’,  and  especially  on  bridging  these  two 
categories.  Accountants  have  entered  into  strategies  such  as  ‘reclaiming  audit’  and 
‘emphasizing  societal  responsibility’  that  build  directly  on  their  identities  as  auditors. 

Vertical  relationships,  resources  and  standards 

The  vertical  relationships  entered  into  by  accountants  with  their  clients  are  largely 
limited  to  ad  hoc,  limited  term  engagements  at  present;  A  great  deal  of  accountants’ 
activity  in  environmental  services  has  focused  on  establishing  themselves  as  individuals, 
firms  and  as  a  profession  regarding  their  roles  and  expertise  in  environmental  audit. 
Accountants  are  largely  disadvantaged  by  the  current  construction  of  the  most  critical 
resource  in  this  field  —  expertise.  Environmental  expertise  relies  on  the  establishment  of 
normal  ranges  for  such  issues  as  pollutants  and  compliance  procedures,  none  of  which  are 
directly  concerned  with  auditing  or  the  traditional  expertise  of  accountants. 

The  dearth  of  direct  client  service  activity  and  the  disadvantaged  resource  position 
faced  by  accountants  has  led  them  into  standardization  strategies  that  attempt  to  fix 
standards  and  practices  in  which  accountants  would  be  privileged.  Although  the  CICA 
report  (1992)  was  generally  pessimistic  with  respect  to  the  role  of  the  accounting 
profession  in  the  environment,  they  did  encourage  movement  to  toward  systems-  and 
control-based  activities  that  would  leverage  their  traditional  roles  and  knowledge. 
Individual  accountants  and  firms  are  attempting  to  draw  on  the  role  of  due  diligence  to 
propose  a  systemic  approach  to  environmental  controls  and  compliance. 
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Chapter  Five: 

Forensic  Accounting 

Forensic:  “Pertaining  to,  connected  with,  or  used  in  courts  of  law  or  public 
discussion  and  debate”  (The  New  Century  Dictionary,  1946). 


INTRODUCTION 

This  purpose  of  this  chapter  is  to  examine  the  activities  of  institutional 
entrepreneurs  in  the  area  of  forensic  accounting.  The  theoretical  framework  developed  in 
Chapter  Two  will  be  utilized  in  the  development  of  an  analytical  description  of  the 
competitive  situation  and  institutional  context  within  which  forensic  accountants  are 
active. 

Forensic  accounting  is  concerned  primarily  with  investigative  and  fraud  related 
accounting  and  secondarily  with  broader  forms  of  litigation  support,  such  as  accounting 
for  losses  of  income  in  a  personal  injury  lawsuit.  It  has  developed  in  Alberta  over 
approximately  the  past  15-20  years.  In  that  time,  only  a  relatively  few  accountants  have 
been  involved  in  any  regular  and  serious  manner.  There  are  also  a  small  number  of  other 
professionals  who  compete  with  accountants  for  the  broader  litigation  support  work, 
including  economists  and  actuaries. 

Interest  in  forensic  accounting  within  the  accounting  profession  has  increased  over 
the  past  few  years  with  a  number  of  articles  published  in  CA  Magazine  and  in  the  popular 
press.  A  high-profile  merger  between  a  large,  national  CA  firm  and  a  smaller  firm  devoted 
to  forensic  accounting  raised  interest  in  the  area  within  the  CA  profession.  Other 
professional  activities,  including  the  establishment  of  a  Forensic/Investigative  Accounting 
Interest  Group  by  the  CICA  and  the  formation  of  a  Canadian  Chapter  of  the  National 
Association  of  Certified  Fraud  Examiners,  have  also  heightened  the  interest  of  CAs. 

The  increased  interest  of  more  CAs  has  placed  some  burden  on  the  institutional 
context;  where  previously  the  very  few  involved  CAs  defined  what  was  forensic 
accounting  and  who  was  a  forensic  accountant  by  their  actions  and  presence,  there  are 
now  competing  definitions  being  offered  by  various  institutional  actors.  This  comes  at  a 
time  when  the  market  for  forensic  accounting  is  also  undergoing  change.  Law 
enforcement  agencies  are  increasingly  reluctant  to  prosecute  corporate  and  civil  fraud 
cases  without  substantial  evidence  from  the  plaintiff;  this  shifts  the  market  toward 
corporate  management  and  civil  lawyers  from  the  traditional  market  of  government  and 
law  enforcement  agencies. 

Although  as  an  area,  forensic  accounting  is  much  more  developed  and 
institutionalized  than  environmental  audit,  the  current  dynamism  in  the  labor  and  client 
markets  provide  substantial  entrepreneurial  opportunities  for  interested  and  motivated 
actors.  This  chapter  will  proceed  through  the  an  analysis  of  forensic  accounting  beginning 
with  an  examination  of  the  institutional  context  and  strategies  and  then  moving  to  the 
competitive  situation.  This  ordering  differs  from  that  of  both  the  theoretical  development 
in  Chapter  Two  and  the  examination  of  environmental  audit  in  Chapter  Four  because  of 


Conclusions 


128 


the  high  degree  of  institutionalization  associated  with  forensic  accounting.  At  this  point, 
there  has  developed  a  fully  articulated  institutional  context  which  must  be  understood  for 
the  competitive  situation  to  be  rendered  sensible. 


SECTION  1:  STANDARDS  AND  RULES 

As  an  introduction  to  the  area  of  forensic  accounting,  I  will  describe  the  standards 
of  practice  and  rules  of  membership  and  the  strategies  that  have  contributed  to  their 
development.  Forensic  accounting’s  standards  of  practice  are  the  resources  upon  which 
actors  draw  in  order  to  define  forensic  accounting  and  its  normal  professional  practice. 
These  standards  and  rules  by  themselves  only  partially  delimit  the  activities  of  forensic 
accountants  both  because  they  are  controversial  and  sometimes  contested,  and  because 
their  interpretation  and  their  instantiation  in  nodal  points  rely  on  enactment  by  interested 
actors. 

Standards  of  practice  and  standardization  strategies 

The  delineation  of  normal  professional  forensic  practice,  whether  through  formal 
codes  and  standards  or  through  informal  norms  and  values,  incorporates  an  entire 
landscape  of  issues  including  the  definition  of  ‘forensic’  and  the  types  of  accounting  which 
fall  under  its  rubric,  the  techniques  and  tools  which  forensic  accountants  utilize,  the 
legislation  which  delimits  the  scope  of  forensic  activity,  the  presentation  of  evidence,  and 
the  relationships  among  forensic  specialists  and  other  accountants.  What  unites  these 
various  issues  is  their  impact  on  how  forensic  accounting  is  accomplished,  both  in  the 
technical  sense  of  efficient  modes  of  production,  and  in  the  sense  of  the  accomplishment  of 
a  social  performance  (Goffman,  1959). 

In  order  to  depict  the  geography  of  this  landscape,  I  will  begin  by  describing  the 
issue  of  boundaries  —  what  is  and  what  is  not  forensic  accounting.  Forensic  standards 
also  impact  the  techniques  utilized  by  accountants,  legislative  and  judicial  standards  that 
delineate  appropriate  and  prescribed  juridical  activity,  and  the  practice  standards  that 
structure  the  relationships  among  forensic  accountants  within  accounting  firms.  Together, 
these  standards  present  a  more  highly  structured  and  accepted  foundation  than  did  those 
associated  with  environmental  audit.  Forensic  accounting’s  longer  history  and  stronger 
association  with  accountancy  has  allowed  its  participants  to  negotiate  and  entrench  a  set 
of  standards  that  privilege  their  own  profession. 

Definitions  of  forensic  accountingy 

The  operative  definition  of  forensic  accounting  varied  between  individuals, 
between  firms,  and  between  professions.  At  its  most  general,  it  included  all  accounting 
which  was  done  in  support  of  or  in  cooperation  with  any  legal  proceedings. 

--forensic  more  often  is  associated  more  often  towards  the  criminal  market,  but 
strictly  speaking  it  need  not.  In  the  definition  of  forensic  it  means  belonging  to  or 
used  in  the  court  of  law'.  (DH ,  forensic  accountant ) 

This  definition  would  include  criminal  cases  such  as  the  analysis  of  fraud  for  the 
Securities  Commission  or  RCMP,  corporate  engagements  such  as  the  valuation  of  a 
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company  in  a  shareholders’  dispute,  and  civil  litigation  support  such  as  the  determination 
of  a  loss  of  earnings  in  a  personal  injury  case.  The  narrower  and  more  well  established 
definition  of  forensic  accounting  restricted  its  use  to  cases  where  there  was  an  element  of 
fraud  or  a  substantial  investigative  aspect  to  the  case.  Again,  this  could  occur  in  criminal, 
corporate  or  civil  contexts,  but  would  not  include  activity  in  support  of  such  actions  as  a 
shareholders’  dispute  or  a  personal  injury  lawsuit.  In  the  corporate  context,  it  would 
include  private  investigations  of  fraud  or  misappropriation  of  funds.  In  the  civil  context,  it 
would  include  lawsuits  based  on  fraudulent  breach  of  fiduciary  duties. 

The  forensic  deals  more  with  the  files  that  have  an  element  of  fraud  or  really  an 
investigative  element.  It  might  be  a  civil  fraud  for  example.  Or  an  insurance  fraud. 

Whereas  a  litigation  is  more  of  the  civil  matters  —  shareholders'  disputes,  valuation 
of  companies.  (IN  .forensic  accountant) 

The  appropriateness  of  a  particular  definition  of  ‘forensic’  seems  strongly 
associated  with  one’s  profession.  The  more  restrictive  definition  was  employed  by  all  but 
one  of  the  accountants  interviewed  and  all  of  the  other  professionals  who  were  engaged  in 
fraud  related  or  investigative  work,  including  lawyers  and  law  enforcement  professionals. 
In  contrast,  economists,  actuaries  and  civil  lawyers  engaged  in  non-fraud  related  cases 
used  the  term  ‘forensic’  to  include  any  litigation  support  activities  performed  by 
accountants.  This  debate  sparked  strong  opinions  from  the  supporters  of  the  more 
restrictive  definition. 

You  will  find  that  some  of  the  firms  have  what  they  call  litigation  support,  but  it  isn't 
the  same  as  forensic  accounting.  (CN  .forensic  accountant) 

Despite  tacit  opposition  from  other  professions,  the  forensic  practitioners  within 
the  CA  profession  have  developed  some  consensus  regarding  what  is  and  what  is  not 
forensic  accounting.  In  this  study,  I  draw  selectively  on  both  definitions  because  the 
litigation  support  activities  of  CAs  and  other  professionals  affect  all  aspects  of  the  context 
and  situation  of  forensic  accounting;  litigation  support  encompasses  many  of  the  activities 
associated  with  forensic  accounting  and  consequently  any  changes  or  challenges  to  its 
institutional  context  directly  affect  forensic  accounting.  It  is  not  my  purpose  to  define 
what  is  ‘really’  forensic  accounting,  but  rather  to  illustrate  and  examine  the  contested 
terrain  over  which  the  term  is  found.  Figure  5.1  illustrates  the  relationship  among  various 
forensic  accounting  and  litigation  support  activities. 
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Figure  5.1:  Examples  of  forensic  accounting  and  litigation  support 


Corporate  fraud 
investigation 


Across  both  definitions  of  forensic  accounting,  there  are  three  potential  contexts  in 
which  it  might  occur:  criminal,  civil  and  corporate.  The  identity  of  forensic  accounting  is 
constructed  to  a  large  extent  based  on  its  criminal  context.  The  investigative  nature  of 
forensic  accounting  is,  perhaps,  most  obvious  in  this  context  where  there  is  an  allegation 
of  criminal  wrongdoing  and  a  strong  likelihood  that  the  investigation  will  lead  to 
courtroom  testimony  as  an  expert  witness. 

—where  there's  been  an  allegation  of  wrongdoing  or  fraud,  criminality,  such  as  an 
arson,  such  as  a  theft,  employee  theft,  such  as  a  fraudulent  preference  being  treated 
in  an  insolvency  by  the  principals  in  absconding  with  money  or  whatever,  then 
there's  a  need  for  an  analysis  to  be  done  of  the  records,  of  the  financial  information 
with  a  view  to  establishing  a  conclusion  that  would  either  support  or  refute  the 
question  of  criminality,  wrongdoing,  whatever.  All  of  which  involves  investigative 
analysis  from  an  accounting  sense.  And  that's  probably  the  one  that  people  think  of 
first  when  they  think  of  forensic  accounting  —  it's  the  ' Quincy '  of  the  accounting 
world.  (SW,  forensic  accountant) 

This  strong  identification  of  forensic  with  a  “Quincy”  image  of  dramatic 
reconstruction  of  the  facts  of  a  criminal  case  caused  considerable  consternation  for  some 
forensic  accountants. 


—forensic  sound[s )  sexy  and  its  not.  In  fact,  its  a  lousy  term.  (IN,  Chartered 
Accountant) 


The  forensic  accounting  associated  with  civil  law  is  primarily  concerned  with  civil 
lawsuits  related  to  fraud  and  with  situations  in  which  expert  accounting  testimony  might 
be  required,  such  as  the  calculation  of  loss  of  earnings  associated  with  a  personal  injury. 
The  following  quotation  relates  a  lawyer’s  most  recent  instance  in  which  he  employed  a 
forensic  accountant: 
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...  this  partnership  of  accountants  went  to  one  of  their  own  clients  and  said  that  they 
had  a  real  good  business  deal  do  you  want  to  come  and  invest,  because  you  can  get 
a  lot  of  money  and  they  would  run  the  deal.  ...  The  thing  went  down  the  toilet. 

...We  hired  a  forensic  accountant  to  say,  okay,  you  are  going  to  have  a  number  of 
briefs  as  you  go  through  here.  The  first  one  is  give  us  a  quick  and  dirty  estimate  as 
to  whether  or  not  there  is  any  negligence  here.  ...  Second  of  all,  here  is  the 
contract  that  everybody  signed.  There  are  very  specific  clauses  in  here  on  how  the 
books  are  to  be  kept.  Did  they  keep  them  according  to  the  clauses  in  the  contract.  ... 

Sued.  Alleged  all  the  stuff.  Part  of  the  process  of  trial...  of  examination  and 
discovery  is  that  they  have  to  produce  all  their  documents.  Well  they  produced 
boxes  of  documents.  The  next  brief  of  the  forensic  accountant  was  to  attend  with  me 
and  go  through  them  all  and  see  what  is  important  and  what  isn't.  ...  the  other  brief 
that  he  had  while  he  was  assisting  me  in  this  is,  and  personally  /  do  this  in  all  of  my 
forensic  accounting  cases,  I  say  be  on  the  look  out  for  what  should  be  here  but  isn’t, 
and  the  working  papers  for  two  or  three  years  were  not  there  ...  And  then  the  next 
brief  was  testimony.  (IM,  civil  trial  lawyer) 

An  increasingly  important  context  for  forensic  accounting  is  the  corporate 
environment,  in  which  employees  are  able  to  defraud  their  employers  and  where  criminal 
prosecution  is  sometimes  unwanted  and  sometimes  impossible. 

...  in  part  because  of  the  economy  and  all  the  problems  that  go  on  there  between 
shareholders  and  contract  disputes,  the  market  is  shifting  a  bit  to  the  corporate 
sector,  in  some  measure  because  the  police  force  don't  have  the  budgets.  And  they 
are  telling  the  victims,  ‘yeah,  we  will  do  something  if  you  hire  a  forensic  accountant 
and  put  it  together  and  we  will  pursue  the  investigations’ .  So  they  are  trying  to  kick 
a  lot  of  that  back  to  the  private  sector.  (IS,  Chartered  Accountant) 

The  corporate  context  of  forensic  accounting  is  based  on  the  problems  of 
contractual  fraud  and  intentional  mismanagement  or  misappropriation  of  funds. 

—we  do  work  with  either  audit  clients  or  non-audit  clients  where  they  have  had 
situations  where  either  they  suspect  fraud  or  it  could  be  fraud  prevention  where  they 
get  us  involved...  (CN,  Chartered  Accountant) 

The  definitions  and  contexts  of  forensic  accounting  are  both  unstable  and 
contested  by  competitors  and  clients.  Several  of  the  most  established  forensic  accountants 
reacted  strongly  to  these  challenges,  arguing  that  forensic  accounting  was  a  specific 
service,  related  to,  but  distinct  from,  litigation  support  in  its  focus  on  investigative  and 
fraud-related  activities. 

You  have  to  be  careful.  People  will  throw  the  terms  around —  litigation 
accounting',  forensic  accounting'.  Some  will  use  it  interchangeably.  Some  will 
argue  that  it  is  the  same  thing  —  and  it  isn't.  (IN,  Chartered  Accountant) 

This  strategy  of  excluding  particular  services  from  the  definition  of  forensic  accounting  is 
an  attempt  to  standardize  an  important  term  in  the  language  of  this  institutional  domain.  If 
‘forensic  accounting’  includes  all  litigation  support  accounting,  than  controlling  the  norms 
and  rules  of  practice  will  be  much  more  difficult  than  if  it  includes  only  a  narrow  sub¬ 
section.  Over  the  history  of  forensic  accounting  only  a  relatively  small  number  of 
accountants  have  played  a  major  role  in  shaping  the  standards.  To  the  degree  that  those 
standards  have  been  malleable,  within  the  context  ot  a  well-entrenched  judicial  system  and 
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legal  community,  these  few  accountants  have  been  able  to  forward  particular  methods  and 
modes  of  practice  which  are  now  broadly  associated  with  forensic  accounting.  For  them 
to  retain  some  control  over  those  methods  and  modes,  they  must  not  lose  control  over  the 
boundary  definitions  of  the  field.  This  might  help  to  explain  why  this  definitional  issue 
seems  to  be  important  only  to  well-established  forensic  accountants,  and  not  to  clients, 
potential  substitute  professionals,  and  new  entrants. 

There  are  two  tensions  that  accompany  these  control  attempts,  however.  The  first 
is  bom  out  of  the  economic  size  of  the  forensic  accounting  industry  outside  of  Toronto. 

In  smaller  centers,  including  Edmonton,  it  would  be  difficult  for  an  accountant  to  be 
engaged  in  a  forensic  practice  full-time.  Consequently,  the  same  accountants  who  argued 
for  a  restricted  definition  of  forensic  accounting  all  worked  in  the  related  litigation  support 
services.  The  second  tension  stems  from  the  relationship  between  the  status  of  the  label 
‘forensic  accounting’  and  the  activities  that  constitute  the  practice  of  forensic  accounting. 
In  some  cases  there  is  a  form  of  passive  resistance  to  this  label  despite  complicity  in  its  use 
as  a  rhetorical  resource. 

Forensic  accounting  is  in  a  lot  of  ways  a  repackaging  of  things  we've  been  doing  for 
a  long  time.  —  To  some  extent  it's  a  name  that's  been  founded  as  much  for 
marketing  reasons  as  it  has  for  substantive  reasons  like  a  new  area  of  practice. 
fSW,  Chartered  Accountant) 

Even  for  those  accountants  who  prefer  the  more  specific  definition  of  forensic 
accounting,  however,  the  domain  that  it  covers  is  not  static.  There  has  been  a  movement 
by  both  litigators  and  forensic  accountants  to  increase  the  involvement  of  forensic 
evidence  and  forensic  accountants  in  the  early  stages  of  a  criminal  prosecution  or  civil 
action.  In  these  cases,  forensic  accounting  is  becoming  more  strategic  in  the  sense  that  its 
role  is  becoming  more  pivotal  and  more  influential  of  the  specific  judicial  processes  in 
which  it  is  involved. 

Techniques 

When  asked  about  the  standards  related  to  specific,  concrete  practices,  forensic 
accountants  suggested  that  there  was  some  room  for  standards  but  that  for  the  most  part 
their  practices  were  not  easily  codifiable  in  the  same  manner  as  audit  procedures. 

When  you  do  these  files,  like  on  fraud  files  for  example,  there  is  no  such  thing  as  a 
canned  program.  1  mean  you  have  to  use  your  native  intelligence  on  it,  you've  got 
to  think,  you  know  'what  was  the  guy  doing?'  and  how  will  I  approach  this.  You 
can't  lie  it  down  to  procedures.  (IN,  Chartered  Accountant) 

The  forensic  practice  standards  which  they  were  more  easily  able  to  articulate,  and 
which  were  reflected  in  the  available  training,  were  the  standards  of  oral  and  written 
presentation.  The  technical  issues  associated  with  spotting  and  tracing  a  fraud  were 
described  as  functions  of  learning  by  doing  and  by  working  with  experienced  forensic 
accountants. 
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Yeah,  it  was  really  through  the  experience  more  then  anything  of  being  involved  in 
fraud  investigations.  Whether  it's  how  to  interview  people,  the  oddities  you  look  for 
in  the  books  and  records,  the  techniques  you  might  use  to  find  out  about  the  mind¬ 
set  of  that  person...  (CN, forensic  accountant) 

There  were  some  specific  techniques  that  were  well  known,  but  most  of  these  were 
either  heuristic  or  general  approaches  to  data  gathering  or  analysis.  One  exception  to  this 
was  the  use  of  ‘net  worth’  statements  in  criminal  investigations. 

...  by  using  an  independent  accountant  I  can  show  that  a  guy  that  had  a  net  worth  of 
thirty  thousand  dollars  two  years  ago  —  today  is  worth  two  hundred  and  fifty 
thousand  and  his  explained  income  is  ten  thousand  dollars  maybe  on  a  good  day. 

So  where  did  the  rest  of  the  money  come  from  and  then  we  try  to  show  whether  the 
guy  is  a  drug  dealer.  (LF ,  RCMP  officer) 

Perhaps  paradoxically,  the  most  codified  technique  in  forensic  accounting  is  shown  little 
respect  in  terms  of  its  sophistication  by  the  accountants  or  the  lawyers. 

[It’s  hard  to  get  forensic  work]  unless  you  go  and  talk  to  LF  and  get  a  couple  of  his 
drug  files  which  are,  they’re  not  cut  and  dried  but  basically  you  are  doing  net 
worths,  to  get  a  little  bit  of  court  experience.  (IN  .forensic  accountant) 

It  seems  that  because  it  is  somewhat  mechanical,  the  level  of  expertise  associated  with  it  is 
less  than  the  more  experienced- based  and  more  mysterious  fraud  investigations. 

Heuristic  forensic  practices  include  looking  for  “red  flags”  and  “getting  into  the 
mindset”  of  the  criminal.  There  were  some  attempts  to  teach  these  techniques,  along  with 
the  more  general  skills  of  interviewing  witnesses  and  presenting  testimony,  but  the 
pedagogical  approach  was  an  inductive,  case-based  approach,  where  new  entrants  into  the 
field  were  supposed  to  pick  up  the  skills  required  by  being  led  through  past  cases  and 
having  the  important  elements  pointed  out  to  them,  rather  than  by  learning  some  set  of 
generally  accepted  principles. 

If  you  put  yourself  in  their  shoes  what  would  they  think  in  terms  of  justifying  it  in 
their  own  mind  why  it  is  okay  to  steal  from  a  company  —  So  if  you  are  able  to  find 
these  things  out  before  you  are  really  involved  in  it  and  you  combine  that  with 
whatever  vices  they  may  have,  or  problems  they  may  have  then  at  least  you  can 
paint  a  picture  that  the  opportunity  is  there. 

The  establishment  and  dissemination  of  forensic  accounting  techniques  has  gone 
through  two  phases  and  seems  to  be  entering  a  third.  Originally,  all  of  the  practicing 
forensic  accountants  had  previous  experience  with  some  law  enforcement  agency  or 
regulatory  commission  in  which  they  had  attained  the  background  and  experience  to 
provide  forensic  services  in  the  private  sector.  Most  well-established  practitioners  still  fit 
this  mold,  but  there  is  a  new  generation  of  forensic  accountants  now  developing  through 
informal  apprenticeships.  These  newer  specialists  generally  work  in  the  ‘big  six’  firms  and 
are  provided  with  training  that  focuses  on  process  skills  and  inductive,  case-based 
reasoning. 
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We’ve  thought  about  doing  a  manual  and  we’ve  put  together  a  forensic  manual 
nationally.  But  it’s  not  geared  not  to  a  specific  task  in  there  it’s  more  the  review 
procedures,  things  like  that  to  insure  if  it’ s  a  business  valuation  that  you  have  a 
Chartered  Business  Valuator  look  at  it.  (JH,  Chartered  Accountant) 

The  most  recent  standardization  attempts  aimed  at  the  practical  techniques  of 
forensic  accounting  center  on  the  potential  establishment  of  standards  setting  bodies,  with 
legitimacy  anchored  in  either  an  institutional  or  market-based  context.  The  institutional 
approach  is  embodied  in  the  development  of  the  CICA  Interest  Group  for 
Forensic/Investigative  Accounting.  Several  large  Toronto  CA  firms  are  highly  involved  in 
this  effort  and  see  it  as  a  potential  site  for  the  development  of  standards.  This  activity  can 
be  conceptualized  both  as  a  standardization  strategy,  an  attempt  to  transform  institutional 
standards  of  technical  practice,  and  more  directly  as  a  form  of  resistance  to  extant 
definitions  of  expertise  which  rely  principally  on  reputation  and  experience.  On  both 
fronts,  if  this  move  is  successful  it  will  enable  less  experienced  accountants  in  large  firms 
to  enter  the  market  more  easily. 

—  once  [institutional  standards  are  in  place]  then  we  can  do  something  to  improve 
[firm]  standards,  to  improve  training,  to  improve  the  quality  of  the  product  that  is 
out  there  as  forensic  accounting.  And  I  have  seen  some  horrendous  reports  by  other 
accountants.  (IS,  Chartered  Accountant) 

A  market-based  approach  is  being  taken  by  a  group  of  forensic  accountants  whose 
membership  significantly  overlaps  those  supporting  the  Interest  Group.  Their  vehicle  is 
the  Canadian  Region  of  the  National  Association  of  Certified  Fraud  Examiners.  Because 
this  association  includes  both  forensic  accountants  and  their  clients,  its  role  as  a  standard 
setting  body  seems  limited  to  an  informal  one. 

Legal  standards 

Because  of  its  broad  overlap  with  litigation  support,  forensic  accounting  is  highly 
interdependent  with  the  legal  community.  Whereas  forensic  accounting’s  technical 
standards  reflect  the  specific  actions  of  forensic  accountants  involved  in  particular  cases, 
its  legal  standards  reflect  the  legislative  and  judicial  environments  in  which  they  operate. 
These  standards  include  legal  processes  which  occur  in  every  courtroom  proceeding,  such 
as  discovery  and  cross-examination,  as  well  as  broader  rulings  and  legislation  which  have 
shaped  the  practice  of  forensic  accounting.  Unlike  the  situation  concerning  technical 
standards,  there  exists  a  strong  consensus  amongst  practitioners  in  regards  to  the 
interpretation  of  these  institutional  standards  and  their  effect  on  forensic  practices. 

Legislation  and  Supreme  Court  rulings 

The  ‘trilogy  of  cases’  ruled  on  by  the  Supreme  Court  in  1978  dealt  with  expert 
evidence  in  serious  personal  injury  lawsuits,  and  specifically  with  the  presentation  of 
financial  and  economic  evidence  to  support  loss  of  earnings  claims.  Although  the  rulings 
associated  with  these  cases  affected  the  practice  ot  litigation  support  more  directly  than 
forensic  accounting,  they  did  have  an  effect  on  forensic  practice  by  their  further 
legitimation  of  financial  and  economic  experts  as  expert  witnesses. 
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TL:  Before  the  ‘ trilogy  cases’ ,  did  they  just  pick  numbers  out  of  the  air? 

AR:  Basically.  They  used  what  they  called  a  multiplier  and  they  would  say  okay  you 
made  ten  thousand  dollars  last  year  so  multiply  that  by...  and  then  you  pick  a 
number  —  ten  — I  will  give  you  one  hundred  thousand  dollars  and  that  was  it.  Very 
much  picking  numbers  out  of  the  air.  (AR,  economist) 

Because  all  of  the  forensic  accountants  that  I  interviewed  were  also  involved  in 
more  general  litigation  support,  it  affected  their  practices  by  increasing  their  potential 
courtroom  experience,  an  important  asset  that  I  will  discuss  in  more  detail  as  a  nodal 
point.  For  labor  economists  and  actuaries,  the  trilogy  cases  were  of  an  even  more  direct 
significance. 

And  it  happened  during  the  discussions  with  the  lawyer  [in  my  first  case]  I  heard 
that  the  Supreme  Court  of  Canada  was  in  the  process  at  that  time  of  hearing  three 
cases  on  serious  personal  injury  cases  and  they  were  going  to  come  up  with  this 
landmark  decision,  which  they  did  in  January  1978.  This  really  set  the,  this  trilogy 
of  cases  known  now  as  the  'trilogy  cases’ ,  established  the  need  for  economists  or 
actuarials  —  those  were  the  two  professions  that  they  identified  —  accountants  1 
think  would  have  fallen  in  the  same.  Basically  they  argued  that  you  can’t  just  pull 
numbers  out  of  the  air  —  you  have  to  have  expert  testimony.  And  they  also  set  a 
number  of  different  precedents  that  made  expert  testimony  useful  in  personal  injury 
cases.  (AR,  labor  economist) 

The  advent  of  Proceeds  of  Crime  legislation  had  a  similar  effect  in  criminal 
prosecution  as  the  trilogy  cases  did  in  civil  personal  injury  cases:  it  demanded  and 
legitimated  the  input  of  financial  and  economic  experts,  in  this  case  primarily  forensic 
accountants.  The  Proceeds  of  Crime  legislation  allows  the  police  to  seize  the  assets  of 
suspected  criminals  where  the  police  can  show  that  those  assets  were  purchased  with 
funds  resulting  from  criminal  activities.  Previous  to  this  legislation,  police  could  only  seize 
the  assets  of  convicted  criminals,  and  even  then  the  attainment  of  ‘forfeiture  orders’  was  a 
problematic  process.  Drawing  on  the  technique  of  establishing  the  ‘net  worth’  of  a 
criminal,  contrasting  all  of  their  declared,  legitimate  sources  of  income  with  the  value  of 
their  assets  to  show  an  unexplained  discrepancy,  forensic  accountants  work  with  police, 
often  from  the  initial  investigation  through  to  prosecution. 

You  go  in  and  survey  the  records  and  you  put  together  a  case.  There  is  provisions 
for  special  search  warrants  if  you  want  to  go  and  seize  the  guy’s  property  so  if  / 
think  that,  that  guy  is  criminal  and  I  want  to  seize  his  house,  I  can  get  a  restraining 
order  and  freeze  his  house  which  is  good  in  that  I  can't  take  his  house  away  but  I 
can  freeze  it  so  he  can’ t  sell  it  so  things  haven’ t  changed  for  him.  Until  the  guy  is 
guilty  /  think  we  have  to  be  mindful  that  we  should  protect  his  rights  too.  (LF , 

RCMP  officer) 

This  legislation  and  the  associated  increase  in  the  use  of  forensic  accountants  is 
also  related  to  the  recently  enacted  Charter  ot  Rights  and  Freedoms. 

To  do  with  the  Charter  Of  Rights  and  some  of  the  decisions  from  the  Supreme  Court, 
you  know,  you  are  going  to  find  less  and  less  of  undercover  agents,  electronic 
surveillance  interrogation  —  wire  taps  —  and  all  those  things  are...  but  by  using  an 
independent  accountant  I  can  show  that  a  guy  that  had  a  net  worth  of  thirty 
thousand  dollars  two  years  ago  —  today  is  worth  two  hundred  and  fifty  thousand... 

(LF,  RCMP  officer ) 
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Together,  the  trilogy  cases,  the  Proceeds  of  Crime  legislation,  and  the  Charter  of 
Rights  and  Freedoms  have  created  a  legal  context  which  is  more  conducive  to,  and 
encouraging  of,  forensic  and  litigation  support  accounting. 

Standards  of  qualifications  and  evidence 

Along  with  the  more  macro-level  legal  standards  that  have  had  their  effects  on  the 
field  as  a  whole  there  are  also  a  set  of  institutional  standards  that  are  played  out  in  the 
micro-practices  of  the  courtroom.  Boirdire,  discovery,  disclosure,  presentation  of 
evidence  and  cross-examination  all  structure  the  interaction  of  forensic  accountants  and 
the  legal  system  through  the  development  and  verification  of  their  evidence,  qualifications 
and  testimony. 

The  first  point  at  which  a  forensic  accountant  might  have  some  interaction  with  the 
court  system  is  in  the  process  of  discovery,  where  the  parties  to  the  action  are  introduced 
to  the  court  and  their  initial  positions  are  laid  out. 

The  reason  for  that  is  in  Canada  you  have  'discoveries'.  Do  you  know  whai 
discoveries  are?  Discovery  is  a  process  of  giving  testimony  under  oath  to  find  out 
where  the  case  is  before  the  trial.  (IM,  civil  trial  lawyer) 

The  inclusion  of  accountants  in  the  process  of  discovery  has  increased  as  the  use  of 
forensic  accounting  data  has  increased  in  trials.  There  is  now  a  more  ‘strategic’  use  of 
forensic  accountants  early  in  the  legal  process  to  help  create  conditions  of  evidence  which 
are  favorable  to  the  lawyer’s  client. 

And  now  were  getting  more  and  more  involved  at  the  very  beginning  of  the 
litigation  to  assist  in  the  examinations  for  discovery.  What  sort  of  information 
should  be  requested  to  assist  in  quantifying  losses  at  a  later  date?  So,  we'll  get 
involved  now  probably  on  average  two  years  before  we  normally  would  have  at  the 
ending  stage  of  a  trial.  (JH,  forensic  accountant) 

If  a  case  is  not  resolved  before  trial,  then  the  inclusion  of  expert  testimony  by 
forensic  accountants,  or  any  other  expert,  necessitates  a  process  whereby  the  court  will 
recognize  their  authority  in  a  particular  area. 

Okay,  it  is  a  word  called  boirdire  —  b-o-i-r-d-i-r-e  —  and  it  is  French  and  it  just 
simply  means  ‘to  see  and  to  hear' .  And  it  is  to  see  and  to  hear  whether  the  person  is 
qualified  to  give  the  opinion.  It  doesn't  matter  whether  it  is  in  psychiatry,  or 
engineering,  or  accounting,  or  whatever  and  that  usually  involves  first  of  all  an 
analysis  of  a  person's  educational  qualifications  —  what  degrees  he  has,  what  did 
you  acquire  or  what  was  the  subject  matter  that  you  studied  or  obtained  within  those 
particular  degrees.  ...  And  then  your  work  qualifications  where  have  you 
worked...  And  finally,  what  is  your  court  experience?  I  mean,  how  many  times  have 
you  been  before  a  court,  what  have  you  testified  on  for  a  court?  (ST,  criminal  trial 
lawyer) 

Boirdire  is  the  first  formal  assessment  of  the  expert  s  qualifications,  but  an  informal 
assessment  would  almost  surely  have  been  done  before  the  expert  was  hired.  And  the 
criteria  on  which  the  hiring  assessment  was  made  would  likely  be  the  same  or  very  similar 

to  that  of  the  court’s  assessment. 
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Well  to  a  large  extent  the  same  criteria  that  you  would  use  in  employing  any  expert 
that  you  would  intend  to  give  evidence  in  trial.  And  you  want  to  use  somebody  that 
you  don’t  think  you  are  going  to  have  much  difficulty  in  qualifying  as  an  expert.- He 
has  the  training  and  the  credentials  and  some  practical  experience  such  that  you 
anticipate  a  problem.  A  proven  track  record  for  litigation  where  their  opinions  have 
been  accepted  in  court  before  with  trials  of  a  similar  nature  is  obviously  important. 

(LM,  civil  trial  lawyer) 

If  the  case,  whether  civil  or  criminal,  goes  to  trial,  then  the  forensic  accountant 
must  be  prepared  to  present  expert  testimony.  This  is  the  aspect  of  the  practice  which 
gives  forensic  accounting  its  name,  the  presentation  of  evidence  for  a  court  of  law.  When 
asked  about  the  changes  which  have  occurred  in  forensic  accounting,  this  was  an  area 
which  received  considerable  comment. 

I  mean  that  if  you  are  going  to  get  into  forensic  accounting,  in  my  opinion  into  it 
properly  today,  that  there  should  be  overlays  of  slides,  there  should  be 
demonstrative  evidence,  there  should  be  flow  charts  prepared,  it  should  be  done 
both  verbally  and  diagrammatically  —  in  a  form  that  everyone  can  follow  —  not 
using  your  own  nomenclature,  your  own  gobblie-gook  shop  talk  that  no  one 
understands  what  is  being  said  except  another  accountant.  (ST,  criminal  trial 
lawyer) 

The  primary  changes  which  have  occurred  have  been  in  the  presentation  of 
evidence  and  in  the  ‘sophistication’  of  lawyers,  judges,  and  experts  with  respect  to 
forensic  evidence  and  other  expert  evidence. 

I  think  if  anything  it  may  be  more  difficult  to  challenge  the  evidence,  because  again, 
you  have  got  a  heightened  awareness  on  the  part  of  the  police  investigators;  you've 
got  a  heightened  awareness  on  the  part  of  the  accountant  for  what  is  required; 
you’ve  got  an  heightened  awareness  on  the  part  of  the  internal  auditors  of  Revenue 
Canada;  you’ve  got  a  heightened  awareness  on  what  is  required  by  the  special 
investigation  vehicle.  And  1  think  that  you’ve  got  also  coming  on  stream  slowly  a 
higher  educated  police  officer  and  more  sophisticated  people  joining  Revenue 
Canada.  (ST,  criminal  trial  lawyer) 

Following  their  testimony,  forensic  accountants,  like  all  witnesses,  are  subject  to 
cross-examination  by  the  opposing  counsel.  This  is  an  aspect  of  forensic  accounting 
which  many  interviewees  felt  demanded  different  skills  and  tolerances  than  do  traditional 
accounting  services. 

Well,  I  think  that  if  you  are  going  to  be  a  forensic  accountant  you  have  to  be 
prepared  to  testify  in  a  court  room  and  to  testify  in  a  courtroom  could  be  an,  I 
wouldn't  say  unpleasant,  but  an  anxiety  creating  experience...  accountants  may  not 
be  used  to  having  their  opinion  challenged.  (ST,  criminal  trial  lawyer) 


...  some  of  the  lawyers  are  playing  American  style  courtroom  cross  examination  type 
of  thing. 

TL:  More  drama  is  it? 

IN-  Yeah  they  try  and  work  it  up.  I  would  say  more  personal  attack  on  your  own 
credibility  than  there  used  to  be...  Your  credentials  are  questioned  to  the  nth  degree 
and  everything  you’ve  ever  written  or  said .  In  a  sense  accepting  an  expert  because 
he  has  the  qualifications  has  long  since  passed.  (IN,  forensic  accountant) 
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What  these  comments  point  to  is  the  difference  in  individual  characteristics 
associated  with  forensic  accountants  versus  other  accountants  involved  in  more  traditional 
services.  This  focus  on  individual  attributes  carries  on  through  much  of  what  is 
considered  to  set  forensic  accounting  apart  from  audit  and  other  traditional  services.  Part 
of  this  individual  focus  might  follow  from  the  legalistic  notion  of  an  expert  as  an  individual 
expert  witness.  This  point  will  be  taken  up  in  greater  detail  in  the  discussion  of  nodal 
points,  but  the  concept  of  an  expert  witness  is  significant  as  an  institutional  rule  as  well. 

Currently,  there  are  significant  challenges  to  the  institutional  standards  regarding 
the  presentation  of  expert  evidence.  The  first  has  been  enacted  by  some  of  the  experts 
themselves  who  have  taken  on  roles  that  are  more  advocacy  oriented  than  is  ‘normally’  the 
case.  Several  interviewees  alleged  that  accountants,  economists  and  actuaries  had  all  at 
various  times  shown  too  much  flexibility  in  their  opinion  and  tailored  their  evidence  too 
much  toward  the  needs  of  the  litigator’s  client.  Although  this  form  of  activity  was 
uniformly  condemned  by  the  interviewees  its  seeming  ubiquity  suggests  to  me  that  it  is  in 
fact  a  recognizable  pattern  of  resistance  to  normal  definitions  of  expertise  and  institutional 
standards  of  evidence. 

—typically  it's  on  the  plaintiff  side  where  they  almost  lose  their  objectivity  and  are 
trying  to  achieve  as  high  an  award  as  they  can  without  maintaining  their  credibility. 

It  is  very  easy  to  rip  them  apart,  and  it  doesn't  do  the  profession  much  good.  (IS, 

Chartered  Accountant) 

The  other  challenge  to  the  established  role  of  an  expert  has  come  from  the 
litigators  who  often  employ  these  experts.  Recently,  some  lawyers  have  taken  a  much 
more  directive  role  in  their  relationships  with  expert  witnesses.  In  this  case,  the  challenge 
is  in  terms  of  the  duties  and  responsibilities  of  the  expert.  The  increased  direction  in  some 
instances  implicitly  shifts  the  accountability  of  the  expert  from  the  legal  system  to  the 
individual  lawyers  as  client.  Again,  these  activities  can  be  seen  both  as  a  form  of  resistance 
to  definitions  of  social  relations  and  resources  and  as  an  indirect  challenge  to  the 
institutional  standards  of  evidence. 

Oh,  yeah,  I  think  that  lawyers  demand  a  lot  more  of  experts,  not  just  forensic 
accountants,  but  all  types  of  experts  now.  —  Litigation  has  become  a  very 
competitive  business  where  as  before  it  was  almost  a  tail  end  of  a  law  practice.  — 

The  advent  of  our  association  and  the  advent  of  the  recession  in  which  you  have  to 
fight  a  little  bit  harder  for  your  clients  and  so  on,  have  created  much  more  of  a. ..not 
a  confrontational  attitude  I  don  't  think  because  that  was  always  there,  but  more  of  a 
willingness  to  try  a  little  harder  perhaps.  So  that  means  that  you  demand  more  and 
you  have  to  demand  more  from  the  people  that  are  experts.  Whereas  before  you 
might  of  said,  well  here  is  the  stuff,  write  me  a  letter .  Now  you  say  here  is  the  stuff 
and  here  is  what  I  am  looking  for;  our  analysis  says  this  and  we  now  will  draw  your 
attention  to  this,  this  and  this  and  we  will  comment  on  those  particularly.  (IM, 
lawyer ) 

The  standardization  strategies  in  forensic  accounting  are  much  more  isolated  and 
independent  than  those  associated  with  environmental  audit.  The  opportunities  for 
institutional  entrepreneurship  are  restricted  in  forensic  accounting  because  of  the  more 
advanced  level  of  institutionalization.  Unlike  environmental  audit,  there  exists  here  a 
relatively  cogent  and  coherent  set  of  standards  that  are  generally  accepted  throughout  the 
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forensic  accounting  community.  The  challenges  that  institutional  entrepreneurs  are 
making  to  definitions,  legal  standards  and  firm-practice  standards  seem  to  be  aimed  at 
specific  revisions,  rather  than  comprehensive  reformulations. 

Rules  of  membership 

The  rules  of  membership  in  play  in  the  forensic  accounting  area  include  those 
which  are  categorical  inasmuch  as  they  delineate  particular  significant  membership 
boundaries,  those  which  define  particular  processes  of  membership  such  as  ‘starting  out’ 
—  getting  started  as  a  forensic  accountant  —  and  those  which  describe  processes  of 
meaning,  such  as  the  ‘community’  aspect  of  the  industry.  Of  course,  particular  empirical 
rules  may  cross  over  into  any  or  all  of  these  various  categories.  Nevertheless,  I  will 
discuss  the  rules  based  on  what  I  consider  to  be  their  primary  or  most  salient  aspect. 

Chartered  Accountancy 

The  Chartered  Accountant  professional  designation  serves  a  dual  role  of 
membership  in  this  study.  First,  the  domain  of  interest  for  the  dissertation  is  the 
development  of  alternative  services  in  the  Alberta  Chartered  Accounting  industry,  so  this 
initial  point  of  departure  imposed  an  arbitrary  significance  to  this  designation.  And 
second,  it  was  generally  acknowledged  by  the  interviewees  that  to  be  considered  a 
‘forensic  accountant’  in  Canada,  one  almost  certainly  had  to  hold  this  designation. 
Consequently,  this  is  the  most  significant  categorical  and  boundary  defining  rule  in 
forensic  accounting.  To  be  considered  a  forensic  accountant  within  this  dissertation,  and 
to  an  only  slightly  lesser  extent  in  the  accounting  community,  one  must  hold  a  Chartered 
Accountant  designation. 

Well,  obviously  the  standard  qualification  is  that  they  are  Chartered  Accountants.  I 
don't  think  that  I  would  yet  feel  comfortable  on  using  anyone  except  a  Chartered... 

CM  A,  CGA  I  just  don't  think  would  as  well  be  accepted  by  the  rather  conservative 
courts...  (IM,  civil  litigator) 

However,  the  CA  designation  may  be  necessary  but  it  is  not  sufficient  for  someone 
who  wishes  to  be  known  as  an  expert  forensic  accountant. 

If  you've  just  got  this  CA,  so  what,  big  deal.  It  means  that  you’ve  had  five  years  of 
university  and  three  years  of  practical  training.  How  many  lawyers  want  to  take  a 
chance  on  that?  (IN,  Chartered  Accountant ) 

The  demand  for  additional  qualifications  beyond  the  Chartered  Accountant 
designation  has  been  promoted  by  the  accountants  themselves  on  several  different  fronts 
including  the  formation  of  a  special  Interest  Group,  the  importation  of  an  American  fraud 
examiner’s  association,  and  the  escalation  of  education  in  business  valuation. 

The  most  significant  challenges  to  the  CA  designation  as  an  institutional 
membership  rule  came  from  the  economists  and  actuaries  who  saw  themselves  as 
competing  with  the  accountants  and  who  argued  for  the  preeminence  of  their  own 
professional  backgrounds.  For  the  CAs  themselves,  they  saw  themselves  as  competitors 
with  non-CAs  in  particular  and  limited  circumstances,  whereas  for  the  non-CAs  the 
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potential  competition  from  CAs  was  much  more  general  and  comprehensive.  There  was 
also  a  direct  and  overt  rivalry  between  the  economists  and  the  actuaries. 

But  what  s  happening  is  that,  the  economists  have  shoved  themselves  ahead.  They 
try  to  be  all  things  to  all  people.  (IN.  Chartered  Accountant) 


Yeah,  [actuaries]  are  extremely  expensive  and  this  doesn't  really  use  their  expertise, 
except  in  the  calculation.  But  anyone,  /  shouldn't  say  anyone,  because  /  have  found 
quite  a  few  accountants  that  don't  know  how  to  do  present  value  calculations,  but  if 
you  know  how  to  do  a  present  value  calculation  and  if  you  know  what  expected  value 
means-you  should  have  no  trouble  doing  this  kind  of  stuff.  (AR,  economist ) 


And  nowadays  I  don't  know  if  an  actuary  or  accountant  has  a  lot  credibility  vis  a  vis 

a  full  blooded  economist  on  the  stand.  (DB,  economist) 

This  challenge  is  marginalized,  however,  because  of  the  relatively  small  overlap 
between  the  services  provided  by  CAs  and  those  that  economists  and  actuaries  are  able  to 
offer.  Forensic  accounting  may  be  a  subset  of  litigation  support,  but  litigation  support 
includes  an  array  of  services,  only  a  few  of  which  are  within  the  realm  of  economists  and 
actuaries. 

CICA  Interest  Groups 

In  1992  the  CICA  established  a  set  of  Interest  Groups  for  specialist  areas  within 
Chartered  Accountancy,  including  one  devoted  to  Forensic  and  Investigative  Accounting. 
The  purposes  of  this  Interest  Group,  according  to  a  description  in  the  first  issue  of 
SIGNPOST,  the  CICA’s  publication  devoted  to  the  Interest  Groups  are: 

•  to  encourage  information  exchange  opportunities  among  CAs  with  investigative 
and  forensic  accounting  and  auditing  experience  in  a  variety  of  industries; 

•  to  assist  in  the  maintenance  e  of  credibility  by  assembling  a  body  of  knowledge 
for  continuing  education  purposes  and  providing  education  opportunities; 

•  to  identify  and  influence  guidelines  for  the  conduct  of  this  specific  area  of  CAs’ 
practices  and; 

•  to  provide  a  means  of  communication  on  behalf  of  the  Interest  Group. 

(sIGnpost,  1/1:3) 

The  introduction  of  this  Interest  Group  has  met  with  a  mixed  reaction  by  forensic 
accountants.  The  accountants  in  Toronto,  where  the  CICA  and  the  Interest  Group  is 
based,  generally  had  more  positive  reactions  to  it  than  did  their  counterparts  in  Edmonton 
and  Calgary. 


/  think  that  we  viewed  it  more  as  being  an  attempt  by  the  Institute  to  recoup  ground 
that  they  lost  because  they  never  reacted  to  the  market  place  and  never  reacted  to 
the  needs,  never  reacted  to  what  members  are  really  doing.  It  set  up  special,  these 
Interest  Groups  which  is  another  membership,  another  association  which  in  our  view 
wasn't  going  to  do  an  awful  lot.  I  have  no  intention  of  joining  them  unless  its 
evident  to  me  that  everybody  else  is  and  from  talking  to  most  people  they  re  really 
not  interested.  (IN,  Edmonton  forensic  accountant) 
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One  reason  for  the  relatively  cold  reaction  from  some  accountants  was  the  ‘open 
door’  policy  that  the  CICA  was  instituting  in  the  Interest  Groups  —  there  is  no 
membership  requirement  other  than  simple  interest.  The  lack  of  any  membership  barrier 
for  the  Interest  Group  beyond  the  CA  offered  little  exclusivity.  In  fact,  for  non-specialist 
CAs  the  Interest  Group  would  make  entry  into  the  Industry  easier  through  the  possibility 
of  formal  continuing  education,  explicit  standards  of  practice,  and  an  institutionalized 
communication  network.  And  if  the  Interest  Group  was  ‘successful’,  the  domain  of 
forensic  accounting  would  grow  to  accommodate  these  new  members  through  its 
enhanced  professional  recognition  and  increased  legitimacy.  As  a  ‘recognized’  sub-field  of 
Chartered  Accountancy,  members  of  the  Interest  Group  could  lay  claim  to  some 
institutional  support  for  their  discipline. 

National  Association  of  Certified  Fraud  Examiners 

In  contrast  to  the  CICA  Interest  Group,  the  National  Association  of  Certified 
Fraud  Examiners  is  a  multi-disciplinary  body  for  which  membership  requires  coursework 
and  examination.  This  Texas-based,  for-profit  organization  includes: 

—people  from  all  walks  of  life,  there  are  lawyers,  accountants,  people  in  industry, 
bankers.  [They]  are  [all]  members  of  the  organization  which  is  called  CFE.  (CN, 

Chartered  Accountant) 

The  First  Canadian  Fraud  Symposium  was  held  by  the  Canadian  Region  of  the 
National  Association  of  Certified  Fraud  Examiners  in  April  of  1992.  It  attracted  a  broad 
cross-section  of  financial  professionals  with  an  interest  in  fraud  detection  and  prevention. 
Its  multi-disciplinary  mandate  was  explained  to  me  as  being  beneficial  in  the  establishment 
of  networks,  both  for  internal  auditors  and  corporate  fraud  officers  and  for  forensic 
accountants.  Because  its  members  have  diverse  educational  and  work  backgrounds,  the 
CFE  focuses  on  general  approaches  to  fraud  detection  and  prevention  which  do  not 
require  any  special  a  priori  knowledge. 

—  its  a  program,  a  two  year  program  where  it  goes  both  through  practical  and 
through  taking  courses  in  the  area  of  law,  fraud,  a  number  of fraud  cases  get 
investigated,  accounting,  multiple  disciplinary  in  all  surrounding  fraud.  (CN, 

Chartered  Accountant) 

As  a  membership  device,  the  CFE  is  oriented  both  toward  the  establishment  of  a 
set  of  trained  fraud  examiners  and  the  connection  of  those  individuals  with  potential 
clients.  The  CAs  who  were  largely  responsible  for  developing  the  First  Canadian  Fraud 
Symposium  were  very  conscious  of  both  of  those  orientations  when  they  were  soliciting 
attendance.  This  event  was  seen  as  a  way  to  establish  a  Canadian  profile  for  the  CFE 
designation  with  practitioners  and  with  clients.  One  of  the  Symposium  presenters  that  I 
interviewed  saw  this  as  a  valuable  marketing  opportunity. 
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Chartered  Business  Valuators 

11  he  Chartered  Business  Valuator]  is  a  course  that  you  take  at  our  head  office  in 
Toronto  and  most  of  us  are  CAs  at  the  CSV  course.  And  they're  not  Mickey  Mouse 
exams.  It  is  a  serious  program.  It’s  a  three  year  program.  And  so  its  you  know... 

And  its  got  a  pass  rate  of  about  60%,  and  you  have  to  remember  the  guys  doing  this 
by  and  large  are  fellows  who  already  have  their  CA.  (IN,  Chartered  Accountant ) 

The  Chartered  Business  Valuator  designation  is  authorized  by  an  independent 
association  based  on  a  set  of  coursework  and  examinations.  Its  alliance  with  forensic 
accounting  is  based  on  the  requirement  of  valuation  in  certain  types  of  civil  and  corporate 
proceedings  that  require  the  assignment  of  value  to  an  asset  and  might  involve  a  forensic 
or  litigation  support  accountant. 

A  separate  area  would  be  business  valuation  work,  valuing  private  companies,  and 
it  could  be  for  reasons  that  have  nothing  to  do  with  litigation.  It  could  be  where 
someone  is  actually  buying  or  selling;  it  could  be  under  a  shareholder's  agreement 
where  they  need  to  establish  a  value.  But  there  are  also  litigation  matters: 
shareholder  disputes,  matrimonial,  property  disputes,  expropriation,  matters  where 
there  is  a  dispute  that's  into  litigation  and  there's  a  requirement  for  an  independent 
valuator  to  assess  the  value  of  the  asset  or  the  business  in  a  litigation  process.  (SW, 

Chartered  Accountant) 

The  Chartered  Business  Valuator  (CBV)  designation  is  used  by  forensic 
accountants  both  as  a  specific  indication  of  specialization  and  as  a  more  general  indication 
of  competence.  Its  importance  in  the  client  community  seems  to  be  related  most  directly 
on  the  type  of  case  involved,  but  also  on  the  general  impression  of  expertise  it  conveys  in  a 
number  of  case  contexts. 

...basically  to  be  in  the  game  today  in  what  we’re  doing  you  pretty  much  have  to  pick 
up  your  CBV,  Chartered  Business  Valuator's  ticket.  It  has  become  a  very 
recognized  and  the  fact  that  it  has  become  recognized  very  fast.  (IN,  Chartered 
Accountant) 

Despite  the  ‘necessity’  of  this  designation  it  is  relatively  recent  phenomenon  which 
has  been  propagated  largely  by  the  CBVs  themselves. 

...  if  it  is  civil  litigation,  [the  lawyers]  certainly  ask  you  if  you've  got  a  CBV  now  — 
those  that  are  aware  of  it  and  most  are  now  aware  of  it.  We  have  done  a  damn  good 
job  of  selling  it.  (IN,  Chartered  Accountant) 

As  with  the  Association  of  CFEs  and  the  Interest  Group,  the  support  for  the  CBV 
is  not  universal.  It  seems  as  though  accountants  in  this  field  are  struggling  to  establish 
some  institutional  framework  which  will  privilege  and  protect  their  esoteric  knowledge, 
and  provide  a  foundation  of  institutional  legitimacy  for  their  work.  The  developing  level 
of  institutionalization  of  this  area  is  illustrated  by  these  competing  affiliations  and 
credentials.  Perhaps  as  a  reaction  to  this  ambiguous  institutional  environment,  some 
accountants  held  several  different  ancillary  qualifications. 
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And  after  I  got  my  CA,  I  switched  up  into  our  financial  advisory  services  group  in 
about  1987.  ...  I  then  continued  on  to  get  my  CMC,  or  Certified  Management 
Consulting  designation,  and  my  CBV,  which  is  the  Chartered  Business  Valuator. 

And  now  my  CIA,  which  is  the  Canadian  Insolvency  Association’s  designation,  for 
the  trustees  in  bankruptcy.  (JH,  Chartered  Accountant) 

What  was  not  evident  in  these  efforts  was  any  attempt  to  develop  mechanisms  for 
firm-based  legitimacy  or  privilege;  to  the  degree  that  firms  were  impacted  by  these 
institutional  efforts  it  was  in  terms  of  gaining  legitimacy  through  their  individual  CAs. 
These  associations  and  groups  are  directed  toward  the  knowledge  and  the  legitimacy  of 
the  individual  accountant.  Of  course,  the  distinction  between  firm  and  accountant  is 
somewhat  problematic  because  of  the  partnership  arrangement  of  professional  accounting 
firms,  where  the  partners  constitute  the  firm,  at  least  in  a  legal  sense.  Furthermore,  there 
are  a  significant  number  of  smaller  firms  who  are  engaged  in  forensic  and  litigation 
support  accounting  within  which  the  identity  of  the  firm  and  that  of  the  senior  partners  is 
very  closely  tied.  Indeed,  one  feature  of  this  area  is  the  propensity  of  individuals  within 
large  firms  to  leave  after  they  have  established  their  own  credibility  and  start  their  own 
firms. 

Community 

Although  individual  accountants  are  the  focal  element  in  forensic  accounting,  they 
operate  in  a  collective  context:  in  the  case  of  forensic  accounting  the  accountants,  their 
competitors,  and  their  clients  constitute  a  form  of  community  —  a  small,  close, 
conservative  community. 

...  its  a  pretty  small  community  so  anybody  that's  really  serious  enough  or  has  been 
serious  are  usually  well  known.  (IN,  Chartered  Accountant) 

What  was  striking  about  the  forensic  accounting  community  in  Edmonton  and 
Calgary,  and  to  a  lesser  extent  in  Toronto,  was  its  highly  institutionalized  membership,  by 
which  I  mean  the  strong  consensus  on  the  part  of  accountants,  lawyers,  actuaries, 
economists  and  law  enforcement  officials  about  who  was  a  ‘serious  forensic  accountant  . 
Because  I  was  approaching  interviewees  based  on  recommendations  from  other 
interviewees,  it  soon  became  obvious  that  there  was  a  small,  well-integrated  set  of  people 
involved  in  forensic  accounting  and  litigation  support  services  who,  with  respect  to  the 
local  ‘marketplace’,  referred  almost  exclusively  to  each  other.  Most  of  the  people  offering 
forensic  and  litigation  support  services  readily  acknowledged  that  there  might  be  others 
also  offering  those  services,  but  discounted  these  others  as  marginal  or  bit  players  . 

It’s  sort  of  a  sexy  area  of  accounting,  let’s  put  it  that  way.  And  that  s  why  you  have  a 
lot  of,  I  call  them,  bit  players  in  the  marketplace.  And  hey,  if  they  get  the  right 
breaks  they  won’t  be  bit  players.  It’s  that  simple.  (IN,  Chartered  Accountant) 

One  of  the  aspects  of  forensic  accounting  which  has  encouraged  the  formation  of  a 
tightly  networked  community  has  been  the  collective  organization  of  their  clients, 
principally  lawyers  and  the  legal  community  more  broadly.  Forensic  accounting  and 
litigation  support  accounting  occur  primarily  in  the  context  of  bringing  expertise  to  a  legal 
conflict,  sometimes  leading  to  a  court  decision.  For  the  lawyers  who  hire  forensic 
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accountants,  the  accountants  represent  only  one  form  of  expert  witness  out  of  a  broad 
range  from  which  they  regularly  draw. 

Another  facet  of  this  community  is  its  strong  partial  reliance  on  an  oral  tradition 
for  the  dissemination  of  information  regarding  the  expertise  of  its  members.  Many 
forensic  accountants  and  other  practitioners  denied  doing  any  promotion  other  than  face- 
to-face  marketing  through  seminars  and  lunches.  Some  denied  doing  any  marketing  at  all. 

Actually  I  never  did  any  advertising  — just  word  of  mouth  primarily  —  a  little  trial 
and  error  and  I  gradually  began  to  do  more  work.  (AR,  economist) 


No,  I  make  the  contact  with  my  experts  generally  through  contacting  other  lawyers, 
either  other  lawyers  within  my  firm  or  ones  outside  the  firm.  I  prefer  to  go  by  word 
of  mouth  reputation  if  I  can.  (LM,  lawyer) 

The  forensic  community  is  small,  conservative  and  relatively  difficult  to  enter. 

This  well-established,  highly  institutionalized  understanding  of  community  processes  was, 
however,  challenged  by  several  actors.  The  challenges  came  both  directly  from  specific 
individuals  and  groups,  and  indirectly  from  the  cumulative  effect  of  many  unorganized 
actors.  A  direct  challenge  was  being  attempted  by  an  economist  and  his  colleague  who 
were  trying  to  challenge  both  the  conservative  nature  of  the  community  and  the  implicit 
definition  of  an  expert  as  a  older  male. 

The  woman  that  worked  for  me  first  testifies  whenever  I  can  encourage  the  lawyers 
to  let  her  testify.  —  The  other  thing  is  that  she  is  only  twenty-six  so  that,  you  know, 
get  a  young  good  looking  blond  woman,  lawyers  are  little  concerned.  (AR, 
economist) 

Another  direct  challenge  was  made  by  an  RCMP.  officer  who  tried  to  distribute 
work  among  both  experienced  and  inexperienced  accountants. 

/  think  that  the  last  thing  that  you  would  want  is  an  old  boys  club.  You  see  too  much 
of  that  and  /  don't  like  that. -I  guess  you  could  say  spread  the  work  around  as  long 
as  the  guy  is  capable  of  doing  it.  (LF,  law  enforcement  officer) 

I  would  hate  to  think  that  we  would  use  the  same  people  over  and  over  again  just 
because  the  guy  has  got  experience  in  court.  If  we  used  that  analogy  then  we  would 
never  get  any  other  expertise  developed...  (LF,  law  enforcement  officer) 

Indirecdy,  the  attempted  entrance  by  many  new  accountants  led  to  a  limited 
challenge  to  the  community  boundaries.  With  many  actors  from  outside  of  the  established 
community  claiming  to  be  forensic  accountants,  there  emerged  a  greater  awareness  of  the 
specialty  outside  of  its  normal  population.  However,  this  boundary  softening  was  always 
limited  by  the  established  sets  of  resources  and  institutional  standards  that  severely  limited 
new  entrants’  abilities  to  obtain  work. 
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But,  I  think  that  what's  changed  is  the  fact  that  there’s  more  people.  /  think  that's 
positive  because  1  think  it's  increased  the  awareness.  At  some  point  we  may  find 
that  there  s  too  many  people  trying  to  generate  a  living  out  the  same  type  of  area.  I 
don  t  know  that  we  re  there  yet,  because  /  think  the  one  thing  that  keeps  a  lid  on  it,  if 
you  will,  is  the  fact  that  it  s  a  combination  —  you  cant  just  say  ' gee  tomorrow  I  think 
I  will  become  a  forensic  accountant .  You  have  to  have  some  personal  credibility 
and  it  takes  time  to  get  that.  (SW,  Chartered  Accountant) 

Perhaps  one  of  the  most  interesting  aspects  of  the  institutional  context  of  forensic 
accounting  was  the  manner  in  which  different  professionals  entered  into  it.  With  respect 
to  entry  pattern  their  seemed  to  be  two  distinct  groups  of  professionals  which  spanned 
across  disciplinary  base:  the  ‘early  stum  biers’  who  make  up  the  bulk  of  my  interviewees 
and  the  more  recent  ’path  followers’.  All  of  the  well-established  Alberta  forensic 
accountants,  as  well  as  the  economists  and  actuaries,  began  their  practices  in  highly 
serendipitous  ways.  At  the  time,  many  had  no  intention  of  entering  into  this  type  of  work 
at  all. 


TL:  Do  you  have  any  idea  how  the  first  lawyer  that  called  you  got  your  name? 
DB:  I  think  he  just  phoned  the  department  and  asked  if  he  had  a  labor  economist. 
(DB,  labor  economist) 


— fortunately  I  came  to  Edmonton  at  the  right  point  in  time  to  establish  my 
practice,  because  I  was  the  first  actuary  in  town  so  it  was  easy  to  be  the  best  actuary 
in  town.  Consequently  people  beat  a  path  to  my  door,  hence  I  have  never,  ever 
marketed  this  service.  (JE,  actuarial) 

The  serendipitous  nature  of  these  professionals  entrance  into  this  area  highlights 
the  individualistic  nature  of  the  field.  Not  only  did  external  circumstances  demand 
forensic  accounting  or  litigation  support,  but  these  individuals  also  had  the  specific 
idiosyncratic  backgrounds  which  met  these  demands.  For  the  forensic  accountants  in 
particular,  law  enforcement  experience,  whether  with  the  RCMLP.  or  a  regulatory  body 
such  as  the  Securities  Commission,  proved  invaluable  in  obtaining  their  first  jobs  in  the 
area. 

Partially  as  a  consequence  of  this  individualist,  serendipitous  entry  path  into 
forensic  accounting,  the  field  is  very  stable,  and  planned  entry  is  difficult  as  an  individual. 

One  of  the  things  in  these  niche  markets  is  that  it  is  very  much  a  business  that  'them 
that  has  gets'  —  you  have  to  build  up  a  reputation  and  it  is  difficult  to  break  into 
these  sorts  of  things.  (MP ,  Chartered  Accountant) 

This  difficulty  coupled  with  the  rising  profile  of  forensic  accounting  has  led  several 
national  firms  to  a  more  planned,  organizational  approach  to  entering  this  market.  This 
has  occurred  by  two  primary  methods:  apprenticeship  and  the  establishment  of  an  expert. 

It  makes  it  tough  getting  into  it  all  by  yourself.  This  is  why  most  of  the  there  s  no 
such  thing  as  apprentices  but  we  all  use  that  word — the  apprentices  right  now  by 
and  large  are  with  the  national  firms.  We  ll  eventually  have  some,  there  s  no 
question,  but  not  at  our  stage  yet.  (IN,  Chartered  Accountant) 

The  apprenticeship  of  experts  follows  a  traditional  conception  of  esoteric  expertise 
in  which  newer,  younger  practitioners  learn  at  the  side  of  an  older  more  experienced 
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standards  of  practice  and  rules  of  membership.  A  part  of  both  groups’  agendas  is  to 
increase  the  availability  of  training  in  forensic  accounting  techniques  and  practices.  This 
likely  implies  some  increased  level  of  codification,  which  will  decrease  both  the  control  of 
extant  forensic  accountants  on  the  field  and  the  exclusiveness  of  the  forensic  community. 
Similarly,  if  either  body  is  successful  it  will  lead  to  a  formalization  of  membership 
requirements  that  will  disrupt  the  community  processes  such  as  word  of  mouth  and 
serendipitous  entry.  While  formalizing  and  bureaucratizing  the  field  of  forensic  accounting 
may  increase  its  overall  legitimacy  and  exposure,  it  will  disturb  the  competitive  situation  of 
extant  forensic  accountants  and  so  will  likely  meet  with  substantial  resistance. 


SECTION  2:  NODAL  POINTS 

The  standards  of  practice  and  the  rules  of  membership  for  forensic  accounting 
point  to  the  emergence  of  experts  in  forensic  accounting  as  nodal  points  which  regulate 
the  flow  of  legitimated  knowledge  and  act  as  governors  over  the  social  relations  for  the 
industry.  This  is  not  to  attribute  these  experts  with  an  unconstrained  agency,  but  rather  to 
suggest  that  as  a  group,  they  define,  through  their  conscious  and  unconscious  actions, 
what  is  considered  as  normal,  acceptable  expertise  for  the  area.  The  quality  of 
reasonableness  was  mentioned  explicitly  as  desirable  in  terms  of  an  expert.  If  'expertise' 
was  only,  or  even  primarily,  technical  in  nature  than  the  issue  of  reasonableness  would  be 
subservient  or  secondary  to  issues  of  competence  and  precision. 

Taking  the  standards  of  practice  first,  they  provide  a  ‘technical’  context  in  which 
individual  expertise  is  privileged  over  collective  or  institutional  expertise.  Beginning  with 
the  dictionary  definition  of  ‘forensic’  as  “pertaining  to,  connected  with,  or  used  in  courts 
of  law  or  public  discussion  and  debate”  (The  New  Century  Dictionary,  1946),  these 
standards  move  the  focus  of  expertise  toward  the  individual.  Because  forensic  accounting 
is  intimately  related  to  the  legal  system  and  the  courts,  there  is  an  immediate  necessity  for 
expertise  vested  in  individuals;  only  individuals  can  testify  in  court  —  groups  and 
organizations  are  unable  to  be  fully  recognized  as  such  in  courts,  as  corporations  qua  legal 
persons  is  witness  to.  With  individuals  being  the  necessary  vehicle  of  testimony,  the 
legitimation  of  those  witnesses  must  be  on  an  individual  basis.  Although  the  individual’s 
legitimacy  may  stem  in  part,  or  in  whole,  from  her  or  his  association  with  some  larger 
collective,  his  or  her  own  individual  legitimacy  remains  the  basis  of  acceptance. 

Working  along  with  the  definition  of  forensic  and  its  link  to  the  courts  are  the 
technical  standards  of  practice  which  have  been  enacted  within  the  Industry.  Doing 
forensic  accounting,  as  separate  from  the  presentation  of  results,  was  offered  as  a  ‘black 
box’;  its  contents  were  largely  indescribable  except  in  broad  generalities,  and  its  keepers 
were  in  no  way  anxious  to  open  up  those  practices  for  a  more  detailed  examination. 
Obtaining  knowledge  of  these  mysterious  practices  was  only  possible  through  either  an 
apprenticeship  with  an  established  expert  or  through  the  experiences  gained  in  doing 
small  files’,  either  real  or  simulated.  Again,  this  formulation  of  knowledge  insists  that 
expertise  reside  in  individuals  rather  than  collectives;  for  collectives  to  acquire  knowledge 
that  goes  beyond  the  summary  of  its  members’  knowledges,  it  must  be  in  written  form, 
codified  to  endure  beyond  the  individuals'  memories. 
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The  institutional  standards  associated  with  forensic  accounting  include  both  those 
of  professional  accounting  and  those  of  the  Canadian  legal  system.  Whereas  the  normal 
institutional  standards  of  professional  accounting  place  a  strong  emphasis  on  the 
legitimation  of  firms  and  the  profession  as  a  whole,  the  procedural  standards  of  the 
Canadian  legal  system  tend  to  privilege  the  individual.  The  legislation  and  Supreme  Court 
rulings  I  discussed  earlier  all  work  to  effect  a  context  in  which  expert  testimony  is 
increasingly  required  in  litigation,  which  is  itself  increasing.  The  Charter  of  Rights  and 
Freedoms,  although  only  mentioned  by  two  interviewees,  will  likely  have  broad  and 
sustained  effects  on  this  domain  as  interpretations  of  its  clauses  are  set  through  litigation. 
The  Charter  is  a  document  which  further  institutionalizes  the  individualistic  nature  of  our 
legal  system  through  the  systemic  protection  of  individual  rights  to  the  exclusion  of 
collective  rights;  so,  it  will  further  increase  the  reliance  on  individual  expertise. 

Furthermore,  the  standards  of  qualification  and  evidence,  and  especially  boirdire, 
testimony  and  cross-examination,  insulate  the  expert  from  his  or  her  collective  context; 
although  he  or  she  may  practice  in  a  firm  and  belong  to  one  or  many  associations,  and 
although  his  or  her  legitimacy  in  a  courtroom  may  depend  substantially  on  those 
affiliations,  they  are  not  usually  enough  on  their  own:  there  must  be  some  individually 
legitimating  characteristics  which  set  the  person  up  as  an  ‘expert’.  Specifically,  the  most 
common  characteristic  which  is  used  to  qualify  someone  as  an  expert  is  their  previous 
court  experience,  which  accrues  principally  to  the  individual  rather  than  their  affiliated 
firm,  association,  or  institute. 

So  there  is  no  leverage  in  it,  but  you  can  still  make  a  Ipt  of  money,  because  you  can 
get  so  many  chargeable  [partner]  hours.  (MP,  Chartered  Accountant) 

There  are  rules  of  membership  that  are  explicitly  concerned  with  organizing 
forensic  accounting  on  the  basis  of  formal  collectivities  oriented  around  standards  of 
practice  and  training.  The  Chartered  Accountant  designation,  especially  in  conjunction 
with  the  formation  of  CICA  Interest  Groups,  is  the  first  requirement  as  a  practicing 
member  in  the  domain  of  forensic  accounting.  The  Certified  Fraud  Examiner  and  the 
Chartered  Business  Valuator  designations  are  both  being  forwarded  as  important 
qualifications  in  particular  areas  of  forensic  accounting.  There  is  also,  however,  a  set  of 
rules  of  membership  and  meaning  which  shape  the  domain  through  an  informal  process  of 
normalization  of  relations:  forensic  accounting  is  organized  as  a  community  where  word 
of  mouth’  relationships  and  reputations  are  very  important,  and  where  two  professional 
communities  —  accountants  and  lawyers  —  come  together.  Forensic  accounting  is  also 
organized  as  a  marketplace  where  individuals  compete  in  a  classic  economic  contest  to 
establish  themselves  as  monopolists  of  particular  esoteric  knowledges.  Aspects  of  both 
the  community  and  the  marketplace  work  to  reinforce  the  primacy  of  individual  expertise. 

This  section  will  examine  how  these  experts  and,  more  generally,  the  notion  of  the 
expert'  serves  as  a  nodal  point  in  the  domain  of  forensic  accounting.  I  will  break  down 
‘the  expert’  into  several  constituent  parts,  each  of  which  will  be  considered  as  a  nodal 
point  which  together  form  a  constellation  of  nodal  points,  referred  to  here  as  the  expert  . 

The  intersection  of  the  individual  and  the  law,  and  their  resultant  nodal  influence 
over  forensic  accounting  could  be  related  to  the  liberal  humanist  foundation  upon  which 
our  laws  rest.  The  integrity  of  the  individual  and  the  individual  s  ability  to  provide 
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testimony  in  a  court  of  law  might  necessitate  this  individualist  posture  in  a  profession, 
Chartered  Accountancy,  which,  while  not  collectivist  in  a  socialist  sense,  does  tend  to  blur 
the  identities  of  its  participants  into  a  series  of  large  and  small  ‘tribes’  —  Coopers  & 
Lybrand,  Price  Waterhouse,  etc.. 

In  contrast,  the  forensic  accounting  community  highlights  individuals  as  critical 
units  of  production.  For  instance,  in  Edmonton,  one  individual,  and  sometimes  one  other, 
were  often  treated  as  an  important  strategic  nodal  point. 

...  sometimes  lawyers  will  try  to  tie  up  all  the  effective  experts  in  the  field  as  soon  as 
possible.  So  you  have  a  case  where  you  need  forensic  experts  call  them  both  in. 

Call  both  Baker  and  Furney,  as  far  as  I  am  concerned  you  have  got  the  two  top  guys 
in  the  town  and  that  leave  the  other  side  looking  else  where.  (LM,  lawyer) 

Even  more  telling  was  the  centrality  accorded  to  the  pair  of  Toronto  accountants 
who  were  credited  for  ‘founding’  the  area  of  forensic  accounting  and  coining  its  name. 

The  significance  of  the  Toronto  partnership  has  not  decreased  over  time.  In  1985  they 
merged  with  a  major  national  firm  where  they  attempted  to  develop  a  national  practice. 
The  merger  began  to  have  problems  in  1989  when  one  partner  left  to  join  another  national 
CA  firm.  The  merger  officially  ended  in  1990  when  the  other  partner  left,  taking  many  of 
his  colleagues  with  him  to  start  a  boutique  firm  in  direct  competition.  The  national  firm 
responded  to  this  de-merger  by  bringing  in  another  accountant  to  act  as  a  substitute 
expert,  as  I  described  in  the  preceding  section  on  ‘Starting  out’. 

‘The  expert’ 

A  nodal  point  represents  a  central  conceptual  category  around  which  much 
institutional  action  is  oriented.  ‘The  expert’  delineates  such  a  category.  Table  5.1  presents 
a  selective  set  of  interviewees’  comments  regarding  experts  in  forensic  accounting. _ 

Table  5.1:  Comments  on  ‘the  expert’ 

So  you  start  with— where  do  you  get  the  right  to  call  yourself  a  forensic  expert?  (ST,  defense  lawyer ) 

To  be  a  true  expert  a  person  should  have  to  have  fifty  percent  of  his  practice  going  both  ways.  Okay, 
the  answer  would  be  and  this  is  my  quantification,  but  if  you  work  both  sides  of  the  street  and  both 
sides  accepts  you  and  then  that  basically  is  the  definition  of  neutrality.  (ST,  lawyer) 

Generally  what  I  do  before  I  retain  an  expert  I  make  inquiries  as  to  what  training  is  available,  what 
kind  of  certification  is  available ,  whether  or  not  there  are  competing  associations,  and  whether  one  is 
a  mainstream  association  and  another  one  a  black  hole  association— you  try  to  pin  your  perspective 
expert  within  the  field.  (LM,  defense  lawyers) 

And  you  want  to  use  somebody  that  you  don't  think  you  are  going  to  have  much  difficulty  in  qualifying 
as  an  expert  —  he  has  the  training  and  the  credentials  and  some  practical  experience  such  that  you 
don  t  anticipate  a  problem.  A  proven  track  record  for  litigation  where  their  opinions  have  been 
accepted  in  court  before  with  trials  of  a  similar  nature  is  obviously  important.  Their  demeanor  and 
their  approach  to  a  case  is  important  —  /  want  an  expert  who  when  he  is  giving  evidence  in  court  will 
appear  to  be  as  objective  as  possible  in  the  circumstances.  (LM,  defense  lawyer) 

What  is  critical  in  these  descriptions  is  the  individualistic  and  idiosyncratic  nature 
of  experts  —  they  must  as  individuals  display  objectivity,  neutrality,  credentials. 
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experience,  demeanor,  and  a  reputation  in  the  community.  Although  some  of  these 
attributes  could  be  considered  at  firm  or  office  level,  others  such  as  demeanor  are 
particularly  individualistic.  Furthermore,  because  the  constitution  of  the  expert  here  is 
within  the  context  of  the  ‘expert  witness’,  attributes  such  as  objectivity,  qualifications  and 
experience  are  brought  down  to  the  level  of  the  individual  expert;  only  individuals  are  able 
to  testify  at  trials,  whether  as  expert  or  non-expert  witnesses,  so  the  burden  of  credibility 
falls  on  the  individual. 

Central  to  the  conception  of  an  expert  is  the  notion  of  expertise.  This  concept 
begins  to  bridge  the  individualist  notion  of  an  expert  to  the  community  and  colllective 
context  in  which  experts  operate.  Table  5.2  presents  a  set  of  interviewee  comments  that 
are  concerned  with  expertise  regarding  a  single  issue:  the  discount  rate. _ 

Table  5.2:  Interviewee  comments  on  expertise  with  respect  to  ‘the  discount  rate’ 

The  other  thing  is  accountants  aren’t  really  preferred  experts  with  respect  to  the  discount  rate. 

Testifying  to  the  discount  rate  is  considered  to  be  the  premiere  domain  of  the  economist.  (DB,  labor 
economist) 

...  so  if  I  am  looking  at  discount  rates,  economic  rates,  and  things  of  that  nature  I  will  look  at  actuarials. 
(LM,  civil  trial  lawyer) 

in  a  civil  matter  you  may  be  giving  some  subjective  opinions,  you're  valuing  something  you’re  taking, 
to  determine  say  the  capitalization  rate,  the  evaluation,  your  taking  all  this,  you  know  the  discount  rates 
are  this  and  we  think  it's  going  to  be  that  and  this  is  our  projections.  (IN,  Chartered  Accountant) 


The  discount  rate  example  illustrates  one  of  the  problems  of  an  individual-level 
understanding  the  relationship  between  expertise  and  ‘the  expert’.  The  knowledge  that  an 
expert  must  draw  on  to  distinguish  her  or  his  services  is  inevitably  a  part  of  a  larger  and 
broader  knowledge  domain  which  partially  legitimizes  that  expert’s  own  individual 
knowledge.  Consequently,  the  expertise,  which  is,  to  some  extent,  foundational  for  ‘the 
expert’,  is  unstable  at  both  an  individual  level  and  at  the  collective  level.  It  must  be 
accomplished  and  managed  by  the  individual  in  their  performances  as  an  expert,  and  the 
discourse  from  which  the  expert  draws  her  or  his  legitimation,  either  directly  from  or  in 
opposition  to,  must  itself  be  accomplished  and  managed  by  those  individuals  who  are  in 
critical  institutional  positions.  In  the  instance  of  the  discount  rate,  what  might  have  been 
either  the  premiere  domain  of  the  economist  or  the  actuarial,  has  become  common 
currency  as  provinces  have  legislated  a  specific  rate  to  be  used  in  all  cases.  Some 
interviewees  argued  that  this  was  the  result  of  the  mismanaged  performances  by 
economists  where  they  spent  an  inappropriately  large  amount  of  court  time  arguing  over 
the  exact  discount  rate. 

What  experience  and  qualifications  are,  at  least  partially,  intended  to  signal  is  the 
expertise  associated  with  an  individual  —  court  experience  in  court  suggests  that  judges 
and  lawyers  have  deemed  this  person  an  expert,  and  formal  qualifications  suggest  that 
some  external  body  has  imparted  its  collection  of  esoteric  knowledge  into  this  individual. 
Expertise  was  most  general  characteristic  of  ‘the  expert  discussed  by  the  interviewees,  in 
that  the  termed  seemed  to  constitute  an  element  of  a  final  vocabulary  (Rorty,  1989)  for 
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many  interviewees  —  it  was  a  term  which  somehow  stood  on  its  own  with  an  intrinsic 
meaning  more  fundamental  than  other  terms  it  might  describe  or  be  described  by. 

One  of  the  interesting  points  around  which  the  interviewees  discussed  expertise 
was  in  terms  of  the  degree  to  which  it  is  bounded  by  disciplines.  For  example,  testimony 
concerning  ‘economic’  or  ‘actuarial’  evidence  seemed  to  be  relatively  unstable  in  terms  of 
its  disciplinary  affiliation. 

One  reason  that  experts  and  expertise  are  critically  important  in  forensic 
accounting  is  the  legal  profession’s  requirement  for  expert  witnesses.  Expert  witnesses 
are  distinguished  from  lay  witnesses  by  their  ability  to  offer  their  opinions  in  court,  rather 
than  being  restricted  to  stating  facts.  Table  5.3  presents  a  set  of  comments  regarding  the 
production  of  opinion. 


Table  5.3:  Comments  on  the  production  of  opinion 

Well,  an  ordinary  witness  is  not  allowed  to  do  anything  other  than  give  facts.  Where  the  expert  is 
allowed  theoretically  to  give  opinions.  (AR,  labor  economist ) 

I  want  to  make  sure  that  when  I  get  an  opinion  from  that  particular  person  that  it  is  a  well  reasoned 
thoughtful  opinion.  (ST,  criminal  trial  lawyer) 

And  my  own  perception  of  dealing  with  [IN  and  JH],  and  I  have  dealt  with  both  of  them  is  that  they  are 
reasonable.  They  are  accommodating  to  the  point  of  listening  to  where  you  are  going  with  your  case 
and  what  you  are  hoping  to  prove,  but  they  are  not  malleable  in  their  opinions.  (LM,  civil  trial  lawyer) 

Well,  I  think  that  if  you  are  going  to  be  a  forensic  accountant  you  have  to  be  prepared  to  testify  in  a 
court  room  and  to  testify  in  a  courtroom  could  be  an,  I  wouldn't  say  unpleasant,  but  an  anxiety 
creating  experience,  I  mean  your  opinion  is  being  challenged  and  —  accountants  may  not  be  used  to 
having  their  opinion  challenged.  (ST,  criminal  trial  lawyer) 

...  I  would  normally  not  attack  the  accountant's  credibility,  I  would  normally  attack  the  accountants 
underlying  factual  foundation  for  his  or  her  opinion.  (ST,  lawyer) 

You  know,  one  is...  Civil  litigation  you're  recreating  the  world  that  never  was.  There  was  this  accident; 
somebody  got  hurt;  how  much  did  they  loose?  Okay?  You' re  estimating.  Based  on  all  the  information 
gathered,  you’  re  estimating  what  the  loss  might  have  been.  So  you  re  recreating  the  world  that  never 
was.  Whereas  in...  That's  civil...  Whereas  in  criminal  that's  — really  what  forensic  is  got  to  do  with 
criminal  or  quasi-criminal  —  you  pretty  well  have  to  have  all  of  the  facts.  I  mean  you  come  to  an 
irrefutable  conclusion  which  is  your  opinion.  (IN  .forensic  accountant) 

I  want  an  expert  who  when  he  is  giving  evidence  in  court  will  appear  to  be  as  objective  as  possible  in 
the  circumstances.  If  I  have  an  expert  that  happens  to  be  demonstrating  the  attitude  of  what  do  you 
want?'  then  I  become  suspicious  in  terms  of  using  that  type  of  an  expert.  (LM,  lawyer) 

You  can' t  change  your  opinion  to  make  things  look  better  or  change  something  that,  just  to  make  it 
look  better  when  really  there' s  no  good  reason  for  it.  And  that  s  where  it  s  really  quite  different  from  a 
traditional  practice.  (IN,  emphasis  added) 

IS:  —  A  number,  probably  two  judgments  that  have  gone  in  the  last  two  years  where  the  judge  has 
been  critical  of  the  forensic  accountant. 

TL:  Why? 

IS:  Because  of  really  adopting  the  role  of  being  an  advocate  rather  then  just  being  an  expert 
accounting  witness.  Trying  too  much  to  win  the  case  for  his  client...  (IS,  Chartered  Accountant) _ 


In  the  realm  of  forensic  accounting,  the  rules  of  membership  and  standards  of 
process  which  together  most  profoundly  impact  the  notion  of  an  expert  revolve  around  the 


Conclusions 


152 


role  of  the  expert  witness  in  the  courtroom,  the  production  of  opinion.  Three  issues 
emerged  out  of  interviewee’s  comments  on  this  process:  reasonableness,  testimony  and 
objectivity.  The  issue  of  reasonableness  stems  from  the  fact  that  the  production  of  opinion 
is  more  than  a  technical  exercise  based  on  esoteric  knowledge.  It  is  also  a  social 
performance  in  which  credibility  must  be  manufactured  in  parallel  with  the  substantive 
opinion  being  offered.  Providing  testimony  and  undergoing  cross-examination  can  be 
anxiety-producing  experiences  in  which  the  expert  must  manage  his  or  her  image  under 
potentially  hostile  conditions.  These  conditions  bring  the  institutional  notion  of  expertise 
down  to  the  individual  level,  where  a  person’s  performance  as  a  reasonable  expert  is  as 
critical  as  the  substance  of  their  evidence. 

For  accountants,  credibility  and  reliability  as  witnesses  are  bound  up  in  their 
professional  mandate  as  objective  and  independent  assessors.  Objectivity  is  a  crucial 
attribute  of  any  expert  witness.  Opinion  evidence  is  formally  intended  as  an  aid  to  the 
judge  in  his  or  her  evaluation  of  a  situation,  rather  than  as  a  persuasive,  advocacy  device 
on  behalf  of  one  of  the  parties.  Accountants  and  lawyers  stressed  the  importance  of 
managing  the  appearance  of  objectivity  and  castigated  those  experts  who  were  unable  to 
remain  objective.  The  notions  of  opinion  evidence  and  objectivity  intersect  in  forensic 
accounting  at  a  point  which  generates  inevitable  tension,  and  yet  also  seems  to  provide  an 
advantage  to  the  forensic  accountants.  Their  evidence,  while  technically  opinion  evidence, 
can  seem  to  gain  the  status  of  fact  if  the  analysis  and  presentation  are  persuasive  enough, 
and  if  the  source  is  reasonable  and  precise  enough. 

The  emphasis  on  reasonableness,  testimony  and  objectivity  in  the  production  of 
opinion  suggest  that  the  characteristics  of  a  desirable  expert  extend  well  beyond  their 
‘technical’  competence.  The  performative  aspect  of  forensic  accounting  demands  visible 
and  demonstrable  attributes.  Table  5.4  documents  interviewees’  comments  regarding  the 
characteristics  of  a  desirable  expert. 
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Table  5.4:  Characteristics  of  a  desirable  expert 

—  y°u  want  to  use  somebody  that  you  don’t  think  you  are  going  to  have  much  difficulty  in  qualifying  as 
an  expert.  He  has  the  training  and  the  credentials  and  some  practical  experience  such  that  you  won’t 
anticipate  a  problem.  (LM,  lawyer) 

But  the  one  area  that  probably  is  most  often  asked  about  is  this  —  what's  your  track  record  been.  Have 
you  appeared  as  an  expert  witness?  How  many  times?  With  what  result?  (SW,  Chartered  Accountant) 

Well,  it's  like  anything  else.  There's  a  bit  of  a  catch  twenty  two  —  you  have  to  have  a  way  of 
establishing  yourself  first  before  you're  going  to  get  an  opportunity  to  appear  as  an  expert  witness.  And, 

I  guess  in  that  sense  there  is  some  difficulty  in  getting,  I  guess,  breaking  into  the  area...  (SW, 

Chartered  Accountant) 

[The  determination  of  qualifications]  happens  before  anything  is  heard,  because  if  you  are  not  qualified, 
then  good-bye  —  take  your  briefcase  and  all  your  documents,  your  slides,  and  everything  else  and 
leave.  I  mean,  that  is  why  the  Crown  is  going  to  be  pretty  careful  in  its  selection  of  their  accountant. 
They  are  not  going  to  get  somebody  on  board  that  has  questionable  qualifications.  At  least  I  hope  they 
wouldn't...  (ST,  lawyer) 

So  consequently,  this  is  why  I  say  if  you  are  going  to  play  in  this  game  you'd  better  go  and  do  some 
studying,  better  take  some  courses,  get  some  additional  ticket.  This  holding  yourself  out  as  Chartered 
Accountant  is  no  longer  really  good  enough,  unless  you've  got  an  awfully  good  track  record.  (IN, 
Chartered  Accountant) 

...  obviously  you  start  at  some  time  having  to  be  qualified,  because  no  one  starts  his  or  her  career 
having  already  testified- you  have  to  be  a  neophyte,  put  your  foot  in  the  water  at  some  stage  in  time,  but 
you  better  hope  that  before  you  have  your  rookie  run  at  having  to  qualify  as  a  witness  that  you  have  got 
sufficient  curriculum  vitae  to  have  that  to  reasonably  happen.  (ST,  lawyer) 

TL:  ...in  terms  of  skills,  people,  or  what  you  need  to  draw  on,  how  you  would  convince  someone  that 
you  are  the  right  person? 

SW:  Well,  this  will  give  you  some  idea.  It's...  This  is  my  resume  of  qualifications  and  this  would  be 
what  I  would  tender  if  someone  said  'OK  what  is  your  experience  and  qualifications?'.  —  It  is  also 
something  that  I  would  attach  to  our  report  if  it  went  to  trial...  (SW,  Chartered  Accountant) 

I'd  attack  the  accountant  personally  on  the  way  of  credibility  if  the  accountant  was  somebody  who  I 
thought  would  not  be  candid  on  his  or  her  answers  —  most  things  in  this  life  are  not  black  and  white, 
some  are  -  many  fall  into  a  gray  category.  If  a  witness  wants  to  tell  me  that  it  is  only  black  and  won't 
move  then  I  may  become  more  aggressive  and  less  pleasant  towards  the  witness.  (ST,  lawyer) 

...one  of  the  useful  things  about  a  large  firm  is  that  it  causes  the  perception  that  big  is  better  by  some 
people  —  The  other  concept  of  a  big  firm  is  that  a  major  file  is  viewed  as  nothing  by  a  big  firm  but  it 
you  give  it  to  a  small  firm  it  can  be  viewed  as  a  bigger  issue  or  made  into  a  bigger  issue  by  the  opposing 
counsel.  'Mr.  So  and  So  isn't  it  true  that  10%  of  your  revenue  this  year  will  come  from  this  file , 
whereas  any  one  file  could  never  be  significant  in  the  big  picture  to  us.  (JH,  Chartered  Accountant) 

I  actually  became  a  member  when  it  was  in  the  US  so  that  body  is  actually  giving  a  lot  of  credibility  to 
the  industry  in  terms  of  not  only  their  expertise  in  investigating,  providing  evidence  in  court,  but  also 
the  community  is  becoming  more  aware,  but  particularly  in  the  US  right  now,  of  this  body  that  is  out 
there.  (CN,  Chartered  Accountant) 

—there  is  two  types  of  witnesses:  the  lion  and  the  rabbit.  And  you  start  cross  examining  and  the 
accountant  becomes  a  lion,  he  is  going  to  strike  back  and  you  don  t  want  that;  and  you  don  t  want  the 
rabbit  who  you  start  questioning  and  pushing  and  he  is  gonna  run  like  hell.  —  You  have  to  be  able 
stand  and  deliver  if  you  are  going  to  get  in  the  witness  spot;  you  have  to  have  the  confidence  and 
convictions  —So  what  you  don't  want  is  the  typical  view  of  an  accountant  boring,  you  know,  lock 
them  in  a  room  and  just  throw  in  the  odd  file.  (IS,  Chartered  Accountant) 
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The  production  of  opinion  evidence  that  is  precise  and  objective  is  a  necessary 
condition  described  by  my  interviewees  to  constitute  an  expert  forensic  accountant.  But  in 
order  to  recognize  a  person  who  would  be  a  suitable  expert  requires  other  characteristics 
which  can  be  assessed  prior  to  the  courtroom  proceedings.  These  characteristics  revolve 
largely  around  the  ease  with  which  the  accountant  will  be  admitted  as  an  expert  by  the 
court  and  the  degree  to  which  the  lawyer  can  expect  her  or  his  testimony  to  be  influential 
The  most  significant  are  the  expert’s  experience,  and  qualifications.  Experience  for  an 
expert  is  defined  primarily  in  terms  of  courtroom  experience.  For  the  lawyers,  experience 
in  court  lessens  the  risk  with  respect  to  both  the  court’s  admission  of  the  accountant  as 
expert  and  the  expert’s  ability  to  deliver  credible  testimony.  For  the  accountants,  the 
importance  placed  on  experience  by  the  lawyers  serves  as  an  important  barrier  to  entry 
into  the  industry. 

Formal  qualifications  form  the  other  half  of  the  pair  of  attributes  which  can  be 
ascertained  from  the  expert’s  curriculum  vitae.  While  all  of  the  lawyers  that  I  interviewed 
mentioned  formal  qualifications  as  significant  in  the  selection  of  experts  in  general,  only 
one  was  able  to  recall  any  specific  qualifications  associated  with  forensic  accounting,  and 
he  was  only  able  to  recall  a  single  designation,  the  Chartered  Business  Valuator.  Despite 
this  lack  of  familiarity  with  specific  designations,  the  lawyers  insisted  that  qualifications 
were  the  most  basic  characteristic  of  an  expert.  Similarly,  the  forensic  accountants 
highlighted  the  importance  of  qualifications,  and  here  again,  there  did  not  seem  to  be  any 
specific  designation  that  might  signal  a  forensic  accounting  expert,  but  rather  a 
constellation  of  related  designations. 

The  significance  of  experience  and  the  difficulty  that  lawyers  had  in  listing  formal 
qualifications  for  the  forensic  accounting  expert  reflect  the  low  level  of  institutionalization 
of  membership  rules  in  this  domain.  The  lawyers  as  clients  are  accustomed  to  being  able 
to  draw  on  some  externally  validated  set  of  criteria  to  assess  the  appropriateness  of  an 
expert,  but  because  of  the  relative  youth  of  forensic  accounting  and  the  uncodified  nature 
of  its  esoteric  knowledge,  they  rely  more  heavily  on  indirect  signals  of  competence. 

Along  with  the  ‘word  of  mouth’  institutional  processes,  an  important  medium  for 
the  transmission  of  competence  signals  is  the  expert’s  curriculum  vitae  (C.V.).  When  a 
potential  expert’s  reputation  was  unknown  either  through  word  of  mouth  or  through  court 
records,  the  C.V.  was  drawn  upon  as  the  objective  measure  of  that  person.  Although  the 
C.V.  can  transmit  the  most  essential  attributes  of  an  expert  —  qualifications  and 
experience  —  it  is  less  effective  at  transmitting  several  other  characteristics  that  clients 
look  for,  such  as  personality  and  credibility.  Credibility  is  an  attribute  which  explicitly 
operates  at  many  levels  —  individual,  corporate  and  institutional.  For  individual  forensic 
accountants  to  be  considered  credible  they  can  draw  on  all  three  of  these  levels.  The 
personality  of  an  expert  forensic  accountant  is  important  because  it  relates  to  their 
potential  performance  as  witness,  especially  under  cross-examination.  This  attribute  was 
mentioned  not  only  by  lawyers,  but  by  accountants  as  well. 


Summary  of  nodal  points 

The  forensic  accounting  nodal  points  resemble  an  intermediate  form  between  the 
theoretical  description  provided  in  Chapter  Two  and  the  empirical  description  of 
environmental  audit  nodal  points  presented  in  Chapter  Four.  While  theoretical  framework 
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emphasized  the  fixity  and  singularity  ot  nodal  points,  the  environmental  audit  nodal  points 
had  multiple,  potentially  conflicting  interpretations  that  were  drawn  upon  by  competing 
actors  in  attempts  to  structure  their  relationships  along  particular  lines.  Like  ‘the 
environment  and  audit ,  the  expert’  has  plural  meanings,  but  those  meanings  are  related 
and  generally  supportive  of  one  another.  Actors  might  draw  on  the  various  nodal  points 
differentially  to  support  particular  projects  and  potentially  to  compete  for  situational 
resources,  but  the  nodal  points  themselves  are  not  what  is  contested.  The  nodal  points 
that  revolve  around  ‘the  expert’  are  consistent  with  Laclau  and  Moufe’s  (1985) 
description  as  privileged  discursive  points”  in  that  they  are  all  drawn  upon  as  discursive 
resources  as  actors  structure  their  relationships  with  each  other.  Although,  ‘the  expert’ 
may  not  be  singular  in  its  meanings  and  effects,  its  elements  do  seem  to  cohere  as  a 
cluster,  if  not  as  a  point. 

Forensic  accounting’s  institutional  context  affects  its  competitive  situation  in  a 
manner  consistent  with  this  intermediate  description  of  nodal  points.  The  industry 
relationships,  resources  and  identities  are  all  more  fully  developed  and  specific  to  the 
situation  than  are  those  associated  with  environmental  audit.  However,  they  do  not  fully 
reflect  the  fully  delimited  set  of  elements  described  in  the  theoretical  framework. 


SECTION  3: 

COMPETITIVE  SITUATIONS: 

INDUSTRY  RELATIONSHIPS,  IDENTITIES,  RESOURCES  AND  OBLIGATION 

STRATEGIES  , 

The  theoretical  argument  forwarded  in  Chapters  Two  suggests  that  the  standards 
and  rules  of  an  industry  shape  the  situational  elements  through  the  enactment  of  nodal 
points.  Industry  relationships  are  the  most  direct  response  to  the  industry’s  nodal  points. 
Actors  structure  their  relationships  with  one  another  on  the  basis  of  their  interpretation 
and  enactment  of  the  industry’s  nodal  points  and  other  nodal  points  of  which  they  may  be 
concurrently  cognizant.  In  turn,  the  industry  relationships  that  actors  are  engaged  in  help 
to  shape  their  identities  and  influence  the  resources  available  to  them.  In  combination, 
actors’  identities  and  resources  encourage  particular  strategies. 

This  chapter  has  thus  far  concentrated  on  the  institutional  context  of  forensic 
accounting,  and  on  a  particular  aspect  of  that  context:  the  enactment  of  ‘the  expert’  as  a 
nodal  point  by  the  standards  of  practice  and  rules  of  membership.  Although  there  may  be 
other  significant  nodal  points  in  play  in  this  domain,  I  have  tried  to  argue  that  ‘the  expert’ 
is  particularly  significant  because  of  its  distinctiveness  within  the  CA  profession.  Staying 
with  this  theme,  I  will  examine  the  situational  elements  that  form  the  micro-social  content 
of  forensic  accounting:  industry  relationships,  identities,  resources  and  obligation 
strategies. 

In  this  arena,  where  services  are  produced  within  a  set  of  tightly  coupled 
professional  communities,  the  distinctions  among  relationships,  identities  and  resources 
becomes  blurred.  For  instance  the  competitive  rivalry  relationship  between  forensic 
accountants  and  economists  could  be  said  to  shape  the  construction  of  their  identities 
within  their  communities.  But,  their  identities,  which  are  shaped  by  many  other  sets  ot 
relationships,  greatly  influence  the  nature  of  the  relationships.  The  sum  of  all  of  an  actor  s 
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industry  relationships,  past  and  present,  shape  identity:  for  forensic  accountants,  actuaries, 
and  labor  economists,  the  relationships  that  they  are  engaged  in  with  respect  to  forensic 
accounting  make  up  only  a  small  part  of  their  total  professional  network.  Even  for  those 
accountants  who  are  themselves  central  to  the  domain,  there  is  not  enough  forensic  and 
litigation  support  work  in  Edmonton  to  maintain  their  services  full  time.  IN,  for  instance, 
supplements  those  services  with  non-litigation  related  business  valuation  work. 
Furthermore,  the  identities  of  these  professionals  are  heavily  influenced  by  the  pre¬ 
packaged  understandings  provided  to  them  by  their  broader  professional  associations. 
Forensic  accountants  are  specialists  with  the  realm  of  accountancy  —  labor  economists 
are  specialists  within  the  realm  of  academic  economists.  Because  much  of  their  identity  is 
constructed  outside  this  domain  and  because  pre-constructed  identities  seem  likely  to  have 
some  significant  impact  on  the  shape  of  social  relationships,  I  will  examine  these  elements 
in  tandem. 

Although  I  am  arguing  that  relationships  and  identities  seem  dualistic  in  this 
context,  I  am  not  suggesting  that  the  same  is  true  for  resources.  Accountants  and  others 
involved  in  forensic  accounting  do  bring  resources  with  them  from  outside  of  these 
particular  activities  and  resources,  but  I  believe  that  there  are  specific  important  resources 
in  play  which  are  particular  to  forensic  accounting,  and  follow  from  the  nature  of  the  nodal 
points  and  social  relationships  which  have  been  established.  For  this  reason,  I  will  break 
this  section  into  three  parts:  Industry  relationships  and  identities;  Resources  and 
Obligation  strategies. 

Industry  relationships 

The  identification  of  a  network  of  industry  relationships  that  revolve  around 
forensic  accounting  involves  appreciating  the  situational  flows  and  process  which  allow 
this  to  be  a  productive,  meaningful  and  profitable  domain  for  the  actors  here  engaged. 

The  initial  production  of  substantive  categories  for  this  network  was  based  on  a  culling  of 
the  interview  transcripts  for  any  mention  of  a  industry  relationship.  This  left  me  with  15 
categories  describing  relationships  the  actors  of  which  ranged  from  judges  to  6Big  Six’ 
firms.  In  order  to  theoretically  facilitate  this  identification,  I  employed  the  6 5  forces 
model  of  industry’  (Porter,  1980)  which  is  discussed  at  length  in  Chapter  Two:  rivals, 
buyers,  suppliers,  substitutes,  and  potential  entrants  jointly  contribute  to  the  competitive 
structure  of  the  industry.  I  used  this  framework  to  theoretically  cluster  relations  based  on 
their  fit  into  this  industrial  model.  Three  distinct  clusters  emerged:  rival  and  substitute 
relationships;  client  relationships;  and,  internal  firm  relations. 

Vertical  relationships  —  clients 

The  buyers  of  forensic  accounting  services  parallel  the  categories  of  service  that 
are  associated  with  this  area:  criminal,  civil,  corporate  and  governmental.  Buyers  in  the 
first  two  categories  are  likely  criminal  and  civil  trial  lawyers.  In  the  latter  two  categories, 
senior  management  and  internal  auditors  would  be  the  principal  client  contacts.  Forensic 
accountants’  relationships  with  the  legal  profession  in  both  criminal  and  civil  contexts  is 
profoundly  shaped  by  the  requirements  of  the  judicial  process  and  the  professional  culture 
of  lawyers.  With  respect  to  the  judicial  process,  the  rules  and  standards  therein  translate 
the  claims  and  responsibilities  of  collectives  into  the  language  of  individuality  and 
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sovereignty,  charters  of  Rights  and  Freedoms  pertain  to  individuals,  and  criminal  charges 
are  laid  against  individuals.  The  effect  of  this  set  of  standards  on  the  relationships  among 
lawyers  and  forensic  accountants  is  to  structure  them  in  terms  of  individuals  rather  than 
firms  or  some  other  collective.  The  professional  culture  of  lawyers  heightens  this 
specificity  in  the  relationship  and  at  the  same  time  generalizes  the  relationship  to  an  inter¬ 
profession  level. 

The  dual  nature  of  the  lawyer-expert  relationship,  personal  and  professional,  is 
enacted  in  the  roles  that  are  taken  on  by  the  respective  parties  and  in  the  pre-relationship 
activities  of  each. 

The  proper  way  to  think  about  this  work  is  the  lawyer  is  the  captain  of  the  team  and 
you  are  very  much  a  bit  player,  you  know,  to  carry  out  the  role  that  he  wants  you  to 
carry  out.  (MP,  Chartered  Accountant) 

I  mean,  I  think  that  the  lawyers  are  becoming  more  sophisticated  in  respect  to  how 
he  is  going  to  either  get  evidence  out  of  the  expert  or  attack  the  expert.  (ST,  lawyer) 

One  of  the  dimensions  on  which  the  individual  and  institutional  nature  of  forensic 
accountants’  relationships  with  lawyers  manifests  itself  is  referred  to  by  accountants  in 
terms  of  ‘personal  service’  dimension  and  by  lawyers  in  terms  of  a  ‘personal  network’  of 
experts. 


It's  very  much  a  personal  service  business.  If  you're  involved  with  a  lawyer  or  an 
insurer  or  an  insured,  whatever  the  case  may  be,  they  want  to  have  a  name  that's 
recognized  —  But  more  importantly,  I  think,  is  they  want  to  be  comfortable  with  the 
person  who's  doing  the  work  without  feeling  like  'who  knows  what  the  heck  he's 
doing?'...  (SW,  Chartered  Accountant) 

Because  of  both  the  personal  service  aspect  and  ad  hoc  nature  of  forensic 
accounting,  marketing  is  considered  to  be  more  important  in  this  domain  than  in  other, 
more  traditional  accounting  services.  And  like  the  delivery  of  services,  marketing  is  a 
personal,  individualistic  activity  that  attempts  to  establish  links  between  individual  forensic 
accountants  and  individual  potential  clients. 

You  always  have  to  do  a  lot  of  marketing.  —  It  has  only  has  gotten  worse  as  the 
market  in  a  way  has  got  bigger  or  more  reversed —  in  the  sense  that  you  have  still 
got  the  same  number  of  cops  and  crown  attorneys  and  add  to  that  how  many 
hundreds  of  litigators  in  the  city  alone  that  could  use  your  services  from  time  to  time 
and  add  to  that  the  corporate  market  and  there  is  a  decision  maker  in  there  as  to 
whether  they  are  going  to  retain  outside  forensic  accountants.  —  And  then  add  to 
that  the  other  government  departments  that  could  use  forensic  accountants.  (IS, 

Chartered  Accountant) 

The  client-expert  relationship  is  enacted  as  a  set  of  services  that  is  provided  to  the 
client,  but  also  provided  to  the  judicial  process  more  generally.  So,  there  is  some  tension 
between  service  and  responsibility  in  this  relationship.  According  to  one  interviewee,  the 
role  of  the  expert  witness  is  to  ‘add  knowledge  beyond  what  the  layman  might  have  (IN, 
Chartered  Accountant)  to  a  court  proceedings.  It  Is  explicitly  not  to  act  as  an  advocate 
for  his  or  her  client,  except  in  terms  of  providing  procedural  advice  to  the  lawyer. 
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Another  signal  of  the  individualist  nature  of  these  services  is  the  usage  received  by 
the  Alberta  Civil  Trial  Lawyer’s  Association’s  Expert  Witness  Bank.  The  intent  of  this 
database  was  to  act  as  a  repository  for  information  concerning  the  availability  of  expert 
witnesses  with  a  variety  of  disciplinary  backgrounds.  Litigators  were  supposed  to  access 
this  bank  in  order  to  locate  suitable  experts.  Utilization  of  this  method  to  find  expert 
witnesses  would  require  that  either  the  Expert  Witness  Bank  had  the  necessary 
information  for  evaluating  the  suitability  of  an  expert,  which  would  suggest  that  the 
criteria  would  need  to  be  codifiable  in  some  standardized  format.  The  usage  pattern  of  the 
Bank,  however,  suggests  that  ‘softer’,  more  informal  criteria  may  be  being  applied. 

More  often  than  not  though,  I  find  as  President  of,  President  of  ACT  LA  — and  I 
notice  that  the  other  Executive  Members  do  to  —  we  get  phone  calls  saying  7  know 
about  the  Expert  Witness  Bank  and  I'll  go  through  that  to  get  someone  but  who 
would  you  use?',  and  there  is  an  awful  lot  of  this.  (IM,  lawyer) 

The  relationships  among  lawyers  and  forensic  accountants  is  structured  in  large 
part  by  the  historical  identities  of  the  professions  and  by  the  judicial  framework  within 
which  their  services  are  produced.  This  framework  also  impacts  the  nature  of  forensic 
accountants’  relationships  with  their  corporate  and  governmental  clients.  With  these 
clients,  ‘forensic’  often  takes  on  more  of  the  connotation  of  being  investigative  rather  than 
referring  to  court  proceedings.  In  these  cases,  there  may  be  the  possibility  of  court  action 
or  the  client  may  wish  only  a  private  investigation  into  some  sort  of  possibly  fraudulent 
behavior  by  an  employee.  In  either  case,  the  point  of  contact  for  the  external  forensic 
accountant  might  be  a  senior  executive,  but  more  likely  it  would  be  the  client’s  internal 
auditor. 


I  am  sure  if  you  asked  most  chief  financial  officers,  in  the  larger  companies,  who  do 
they  call  in  if  they  have  got  a  fraud,  he  would  say  ‘my  internal  auditor' .  They  have 
this  expectation  that  the  internal  auditor  can  do  it.  Maybe  he’ s  seen  it  before,  but, 
you  know,  you  don’t  see  that  many  fraud  investigations.  (IS,  Chartered  Accountant ) 


—  most  of  the  corporations  are  not  necessarily  going  to  know  a  forensic  accountant 
personally.  But,  again,  we  will  know  a  lot  of  the  internal  auditors  so  they  may  make 
the  recommendation  as  to  who  should  get  involved  and  that  is  really  most  often  how 
it  is  gone  about.  (CN,  Chartered  Accountant) 

Corporate  relationships  have  also  been  affected  by  recent  restraint  measures  on  the 
part  of  law  enforcement  agencies.  Whereas  10  years  ago,  the  police  might  have  taken  the 
lead  on  investigating  corporate  crime  from  the  moment  of  allegation  onward,  they  have 
recently  taken  a  much  more  conservative  posture.  They  now  require  plaintiffs  to 
undertake  their  own  preliminary  investigation  and  produce  substantial  evidence  of 
wrongdoing  before  they  will  initiate  a  formal  investigation  of  their  own.  This  has  shifted 
the  demand  for  forensic  accounting  toward  corporate  clients  from  the  traditional  criminal 
clients,  law  enforcement  agencies. 

Table  5.5  summarizes  the  intensity  of  vertical  competition  in  forensic  accounting 
based  on  an  industrial  organization  analysis  of  buyer  and  supplier  power. 
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Table  5.5 

Client  Negotiation  Position  vis  a  vis  Accounting  Firms’  Forensic 

Services 


Bargaining  leverage 

1.  Buyer  vs.  firm  concentration 

2.  Buyer  volume 

3.  Buyer  switching  costs 

4.  Ability  to  integrate  backward 

5.  Substitute  products 


Price  sensitivity 

1 .  Product  differences 

2.  Brand  identity 

3.  Impact  on  quality/performance 

4.  Buyer  profits 

5.  Decision  makers’  incentives 


Civil  (civil  trial 
lawyers) 


1 .  +  There  are  far  more  lawyers 
than  forensic  accountants. 

2.  +  Any  individual  lawyer  or  firm 
will  not  generally  constitute  a 
large  portion  of  a  forensic 
accountant’s  business. 

3.  -  There  is  not  usually  any 
ongoing  relationship  between 
clients  and  forensic  accountants 
beyond  the  immediate  ‘file’. 

4.  +  Law  firms  rely  on  expert 
witnesses  for  their  objectivity, 
therefore  backward  integration 
is  highly  improbable. 

5.  ~  The  availability  of  substitutes 
depends  on  the  type  of  case.  In 
personal  injury,  economists  and 
actuaries  provide  credible 
substitutes.  In  civil  fraud  cases 
there  is  no  credible  substitute. 

Summary:  +  + 

Civil  trial  lawyers  as  clients  have 

relatively  low  bargaining  leverage 

vis  a  vis  forensic  accountants. 


1 .  +  Lawyers  argue  that  there  are 
significant  differences  between 
forensic  accountants  in  terms  of 
skill,  attitude  and  court 
performances. 

2.  +  For  the  most  highly 
established  forensic  accountants, 
their  name  and  reputation  as  an 
expert  carries  a  great  deal  of 
currency. 

3.  +  For  many  cases,  the  forensic 
accounting  evidence  is  central  to 
its  resolution. 

4.  ~  The  current  excess  of  civil 
lawyers  has  decreased  their 
earnings  somewhat. 

5.  ~  Lawyers’  incentives  will 
depend  on  whether  they  are 
being  paid  a  flat  fee  or  a 
percentage  of  the  settlement. 

Summary:  +  +  + 

In  general,  civil  trial  lawyers  will  not 

be  very  price  sensitive. 
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Criminal  (law 
enforcement  agencies) 


Corporate  (internal 
auditors  and  senior 
management) 


1.  “  There  are  very  few  law 
enforcement  agencies  in  any 
given  jurisdiction. 

2.  ~  For  forensic  accountants  who 
focus  on  criminal  investigations, 
a  few  agencies  will  dominate 
their  business. 

3.  -  There  is  not  usually  any 
ongoing  relationship  between 
clients  and  forensic  accountants 
beyond  the  immediate  ‘file’. 

4.  -  Most  law  enforcement 
agencies  will  carry  on  some  of 
their  own  in-house  forensic 
investigations  and  have  the 
ability  to  extend  this. 

5.  +  For  criminal  fraud 
investigations,  accounting 
expertise  is  generally  ‘required’. 

Summary: - 

Law  enforcement  agencies  have 

significant  bargaining  leverage  vis  a 

vis  forensic  accountants. 

* 

1 .  ~  Most  files  now  being 
contracted  out  by  law 
enforcement  agencies  are 
relatively  simple  and 
straightforward  (e.g.,  ‘net 
worths’).  For  these  there  is  no 
substantial  difference  between 
individual  forensic  accountants. 

2.  ~  Only  for  the  more  complex 
files,  would  an  individual 
forensic  accountant’s  reputation 
be  important. 

3.  -  Corporate  crime  is  generally 
not  accorded  the  highest  profile 
in  the  public’s  assessment  of  a 
law  enforcement  agency’s 
performance. 

4.  -  All  government  agencies 
have  been  under  economic 
restraint  for  the  past  few  years. 

5.  ~  Decision  makers  must  balance 
the  added  cost  of  and  outside 
expert  against  the  increased 
likelihood  of  gaining  a 
conviction. 

Summary:  -- 

Law  enforcement  agencies  are  price 

sensitive. 

1 .  -f  There  are  many  more 
corporations  that  might  require 
forensic  accounting  services 
than  there  are  forensic 

accountants. 

2.  +  Any  individual  corporation 
will  not  likely  require  forensic 
accounting  very  often. 

3.  -  Low  switching  costs. 

4.  -  Companies  often  rely  on  their 
internal  auditors  for  fraud 
investigation. 

5.  +  For  corporate  fraud 
investigations,  accounting 
expertise  is  generally  considered 
necessary. 

Summary:  + 

Corporate  internal  auditors  and 
senior  management  will  have  a 
limited  amount  of  bargaining 
leverage. 

1 .  -  Managers  and  internal 
auditors  are  generally  unable  to 
differentiate  on  quality. 

2.  +  Infrequent  use  of  forensic 
accountants  increases  the 
salience  of  ‘name’  recognition. 

3.  -  Fraud  amounts  are  usually  low 
in  comparison  to  company 
revenues. 

4.  -  Although  the  recession  has 
decreased  corporate  budgets, 
this  has  also  decreased 
management  tolerance  for  minor 
fraud. 

5.  +  Demonstration  of  low  fraud 
tolerance  is  a  goal  of  many 
managers. 

Summary:  ~ 

Corporate  internal  auditors  and 

senior  management  will  be  only 

slightly  price  sensitive. 
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The  analysis  of  client  relationships  in  terms  of  bargaining  leverage  and  price 
sensitivity  shows  that  forensic  accountants  face  a  differentiated  series  of  market  segments. 
Law  enforcement  agencies  have  the  most  leverage  and  are  the  most  price  sensitive.  This  is 
reflected  in  the  pattern  of  forensic  accountants’  careers.  Several  experienced  forensic 
accountants  commented  that  criminal  cases  were  often  how  new  entrants  began  their 
careers.  New  forensic  accountants  are  able  to  gain  courtroom  experience  because  of  the 
simplicity  of  the  cases  and  the  relatively  low  fees  associated  with  criminal  work. 

Corporate  work  is  slightly  more  attractive  in  terms  of  the  client-accountant  power 
relationship,  although  here  again  clients  are  somewhat  price  sensitive.  Civil  work  has  the 
most  favorable  environment  for  forensic  accountants.  The  large  number  of  civil  trial 
lawyers  and  their  dependence  on  expert  witnesses  limits  their  bargaining  leverage.  Price 
sensitivity  is  reduced  by  quality  and  reputation  effects,  as  well  as  the  centrality  of  forensic 
accounting  evidence  in  certain  types  of  cases. 

Direct  competition  and  new  entrants 

My  understanding  of  forensic  accounting  as  a  small,  well  established  community  of 
professionals  was  shaped  to  a  large  extent  by  my  interviewees’  consistently  well 
established  descriptions  of  their  network  of  competitors.  Not  everyone  could  identify 
every  other  player  in  the  arena,  but  all  could  name  some,  and  no  one  identified  anyone 
outside  of  their  own  profession  that  was  not  named  by  at  least  one  other  interviewee. 
Furthermore,  the  nature  of  the  relationships  associated  with  each  of  these  competitors  was 
also  consistent:  there  was  a  strongly  consensual  reaction  to  economists  and  actuaries  by 
accountants,  and  especially  to  accountants  and  actuaries  by  economists. 

The  relationships  of  competitive  rivalry  among  forensic  accountants  were  well 
established  with  respect  to  both  the  particular  persons  involved  and  the  terms  of  those 
relationships.  The  core  roster  of  ‘serious’  forensic  accountants  in  Alberta  was  well  known 
and  seemingly  stable  over  time. 

When  I  think  of  competition,  I  think  ofJH  over  at  Hagstrom  Giddings.for  example, 
or  SW  over  at  Hammonds.  (IN,  Chartered  Accountant) 

Within  the  accounting  profession,  the  second  tier  of  competition  came  from  CAs 
who  were  not  completely  devoted  to  these  specialty  forensic  and  litigation  support 
services. 


/  would  say  for  the  specialists  within  the  profession  the  biggest  competition  are  the 
non-specialists  within  the  profession.  The  guys  who  sure  they  could  do  it  or  take  it 
all  or  maybe  know  enough  to  sort  of  muddle  their  way  through  something.  (IN, 

Chartered  Accountant) 

There  was  a  clear  demarcation  between  these  non-specialists  and  the  more 
established  CAs  in  the  business.  These  non-specialists  were  disparaged  as  bit  players  and 
not  serious  about  the  business  by  both  accountants  and  clients. 
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LM:  Well,  my  own  attitude  is  that  there  are  two  accountants  in  town  that  I  would 
call  as  expert  evidence  at  this  stage  I  wouldn't  call  anyone  other  then  those  two— I 
am  talking  about  forensic  accountants— if  I  called  anyone  other  then  those  two  it 
would  be  because  one  of  those  two  couldn’t  make  it. 

TL:  ...in  my  sense  it  is  a  small  community. 

LM:  No  there  are  a  number  out  there  —  there  certainly  are  people  that  claim  to  be 
involved  in  forensic  accounting. 

The  notion  of  a  bit  player  is  related  to  an  accountant’s  degree  of  involvement  in 
specialty  services,  rather  than  to  the  overall  size  of  the  practice.  Indeed,  small  firms  can  be 
seen  as  serious  players  and  ‘forces  in  the  marketplace’,  and  where  that  occurs  they  are 
often  referred  to  as  boutique  practices.  The  most  central  actor  in  the  Edmonton  forensic 
accounting  community  is  a  senior  partner  in  a  small  firm. 

I  decided  to  restrict  my  practice  to  that,  and  about  5  years  ago  I  got  together  with  a 
couple  of  other  guys  and  decided  to  have  a  little  bit  of  a  boutique  firm  which  is  why 
you  don't  see  very  big  offices  here.  (IN,  Chartered  Accountant) 

Firm  size  does  have  an  impact  on  the  relationship  between  firms,  however.  There 
is  direct  competition  between  small  boutiques  and  the  larger  firms,  but  there  is  also  a 
symbiotic  aspect  to  that  relationship  in  the  handling  of  conflict  of  interest.  Edmonton’s 
three  most  well  established  forensic  accountants  represented  two  major  national  CA  firms 
and  one  boutique  and  the  national  firm  accountants  each  considered  IN,  the  partner  in  the 
boutique  firm,  as  their  most  direct  source  of  competition.  But,  because  of  the  more 
general  competitive  relationship  between  Big  Six  firms,  there  was  some  transfer  of  jobs 
from  the  large  firms  to  the  boutiques  when  conflict  of  interest  issues  arose. 

You  do  have  that  problem.  So  the  nationals...  we  do  get  some  referrals  from  them 
where  they're  in  conflict  or  where.  (IN,  Chartered  Accountant) 
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Table  5.6: 

Rivalry  determinants 

1. 

Industry  growth 

- 

The  civil  and  corporate  markets  are  growing  while  the 
criminal  market  contracts. 

2. 

Fixed  costs/value  added 

+ 

There  are  very  low  fixed  costs. 

3. 

Intermittent  overcapacity 

+ 

Most  forensic  accountants  engage  in  other  non-forensic 
activities  as  well,  such  that  any  excess  overcapacity  can 
easily  be  absorbed. 

4. 

Product  differences 

Although  most  clients  claim  to  differentiate  on  quality,  it  is 
reputation  that  is  critical. 

5. 

Brand  identity 

+ 

Established  forensic  accountants  have  a  high  profile  in  the 
community.  Their  identities  are  very  valuable  to  them  and 
other. 

6. 

Switching  costs 

- 

There  are  very  low  switching  costs. 

7. 

Concentration  and 
balance 

" 

The  market  is  dominated  by  a  few  established  accountants 
with  a  large  number  of  ‘bit  players’. 

8. 

Diversity  of  competitors 

•V’ 

The  chartered  accounting  industry  is  relatively 
homogeneous,  although  there  are  some  cultural  differences 
between  firms.  However,  there  is  distinct  variation  in 
strategy  and  approach  between  established  practitioners 
and  newer  entrants. 

9. 

Corporate  stakes 

For  small  boutique  firms,  forensic  accounting  can  be  a 
major  source  of  revenue  and  especially  profile.  For  large 
firms,  it  is  a  relatively  small  source  of  revenue. 

10. 

Exit  barriers 

Although  forensic  accountants  are  often  engaged  in  other 
activities  as  well,  there  is  a  certain  emotional  stake 
attached  to  forensic  accounting. 

Summary: 

+  +* 

^Summary  scores  are  prorated  to  a  range  of  -5  to  +5 


The  intensity  of  competition  in  forensic  accounting  is  moderately  low.  The 
diversification  of  most  forensic  accountants  into  other  practice  areas  and  the  strong 
stabilizing  effect  of  reputation  lessens  direct  rivalry.  However,  as  more  accountants 
attempt  to  enter  the  field,  they  increase  the  competition  for  market  share  and  are  less 
willing  to  compete  on  traditional  bases.  The  reaction  of  established  accountants  is  clear  in 
their  disparaging  references  to  ‘bit  players’. 

Table  5.7  examines  the  threat  of  new  entrants  in  forensic  accounting.  The 
discussion  thus  far  suggests  that  a  large  number  of  accountants  are  entering  into  the  field 
on  at  least  a  part-time  basis.  The  industrial  organization  model  provides  a  method  of 
analyzing  the  importance  of  this  phenomenon. 
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Table  5.7 

Threat  of  new  entrants 

1. 

Economies  of  scale 

- 

The  majority  of  the  costs  associated  with  professional  services 
are  variable,  so  that  scale  economies  are  not  relevant. 

2. 

Proprietary  product 
differences 

The  approach  to  forensic  accounting  taken  by  most  established 
practitioners  has  maintained  forensic  accounting  knowledge  as 
proprietary.  However,  there  are 

3. 

Brand  identity 

+ 

Individual  reputation  is  a  critical  component  of  a  successful 
practice  and  is  gained  largely  through  experience. 

4. 

Capital  requirements 

- 

Forensic  accounting  services  are  not  capital  intensive. 

5. 

Access  to  distribution 

+ 

Forensic  accounting  is  entrenched  in  relatively  closed 
community. 

6. 

Absolute  cost 
advantages 

+ 

The  ‘black  box’  approach  to  forensic  accounting  engenders  a 
steep  Seaming  curve. 

7. 

Government  policy 

The  legal  and  judicial  regulations  with  respect  to  admitting 
experts  entrenches  and  privileges  the  extant  forensic 
accounting  community.  However,  the  lack  of  a  strong 
institutional  framework  delineating  membership  beyond  the 
CICA  enables  any  Chartered  Accountant  to  attempt  to  enter 
the  field. 

8. 

Expected  retaliation 

— 

Retaliatory  acts  such  as  price  cutting  are  not  commonly 
associated  with  intra-professional  competition. 

Summary: 

- 

The  threat  of  new  entrants  is  moderately  significant. 

The  threat  of  new  entrants  is  increased  by  the  lack  of  scale  economies  or  capital 
requirements  associated  with  forensic  accounting.  And  although  the  ‘community’  aspect 
of  membership  limits  the  potential  for  new  entrants  to  establish  themselves  as  experts,  the 
lack  of  a  formal  membership  boundary  empowers  any  accountant  to  present  her-  or 
himself  as  a  forensic  specialist.  The  informal  aspects  of  membership  —  reputation  and 
the  community  processes  —  limit  the  threat  of  entry,  as  does  the  ‘black  box’  approach  to 
forensic  knowledge  that  is  common  among  established  practitioners.  Comments  regarding 
the  increasing  numbers  of  accountants  offering  forensic  services  are  consistent  with  this 
analysis  in  that  the  barriers  to  entry  are  effective  at  limiting  the  potential  success  of  new 
entrants  —  their  acceptance —  but  not  at  limiting  their  ability  to  offer  themselves  as 
forensic  accountants. 


Potential  substitutes 

Like  the  CAs  who  see  each  other  in  direct  competition,  the  extended  family  of 
competitors  including  other  professionals  that  might  be  involved  in  directly  competitive 
litigation  support  was  well  established  and  consensually  defined. 

Right  now  for  competition  from  the  accounting  firms ,  there  s  basically  IN  and  he  d 
be  the  main  competitor  —  he'd  be  the  main  competitor .  Then  SW  from  Hammonds  & 

Jensen  would  be  doing  some  competing  work.  On  the  personal  injury,  our  main 
competitors  would  be  DB  out  of  the  UofA  Economics  Department,  a  professor  there. 

Dr.  DB.  AndJE  and  SP,  who  are  actuaries.  (JH,  Chartered  Accountant) 

These  people  compete  directly;  although  their  services  and  ranges  of  expertise 
varied,  the  accountants  suggested  that  there  was  a  large  degree  of  substitutability  among 
themselves  and  among  themselves  and  the  economists  and  actuaries.  There  was,  however, 
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some  dispute  by  all  of  these  professions  each  claiming  a  distinctive,  non-substitutable 
competence  on  their  own  part  and  a  certain  lack  of  the  same  on  the  part  of  the  other 
professions. 

But  no,  there  is  no  requirement  that  you  be  an  accountant;  it’s  just  that  the  nature  of 
[forensic  and  litigation  support  services]  lends  itself  more  naturally  to  being  an 
extension  of  accounting,  and  an  extension  of  public  accounting,  because  public 
accounting  as  being  independence  there.  (SW,  Chartered  Accountant) 


1  here  again  the  accountant  might  do  something  sort  of  simple  minded  which  could 
backfire.  (DB,  economist) 


—  because  I  was  the  first  actuary  in  town  so  it  was  easy  to  be  the  best  actuary  in 
town.  Consequently  people  beat  a  path  to  my  door,  hence  /  have  never,  ever 
marketed  this  service.  (JE,  actuary) 


Well,  I  look  to  an  actuary  and  quite  frankly  I  try  and  avoid  using  their  service  as 
much  as  I  can.  If  I  am  going  to  court  I  might  need  them,  but  I  look  to  actuaries  to 
provide  me  with  the  information  and  the  evidence  within  the  actuarial  sphere;  so  if  I 
am  looking  at  discount  rates,  economic  rates,  and  things  of  that  nature  /  will  look  at 
actuarials.  (LM,  lawyer) 


The  actuaries  were  doing  [the  personal  injury  litigation  support]  pretty  well 
exclusively  when  I  entered  in  1977  and  gradually  they  have  disappeared.  They  seem 
to  have  a  comparative  disadvantage  —  they  only  know  how  to  do  the  mathematical 
calculations.  They  don't  have  any  expertise  in  my  experience  in  determining  wage 
rates  or  unemployment  rates  or  interest  rates.  They  have  no  theoretical  expertise  in 
deciding  what  should  be  in  and  what  shouldn't  be  in.  (AR,  economist) 


It  is  quite  unusual  in  the  last  seven,  eight  years  to  see  anybody  other  then 
economists.  I  don't  think  that  would  be  a  preference  of  the  judges  —  /  think  that 
would  be  a  preference  of  the  lawyers.  (AR,  economist) 

—  the  economists  have  shoved  themselves  ahead.  1  hey  try  to  be  all  things  to  all 
people.  (IN,  Chartered  Accountant) 

[Economists]  are  an  interesting  bunch  of  guys  —  let’ s  put  it  that  way.  They  seem  to 
be  a  breed  apart,  I  don't  know,  maybe  it  s  just  me  and  that  s  why  it  s...  Tread 
carefully  on  my  comments.  7  here  just  doesn  t  seem  to  be  the  interaction  between 
accountants  and  economists  that  there  are  between  accountants  and  actuaries.  (IN, 

Chartered  Accountant) 

The  competitive  threat  posed  by  substitute  professionals  is  highly  dependent  on  the 
area  of  service  considered.  The  strongest  threat  is  in  civil  litigation  that  is  not  fraud- 
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centered.  Personal  injury  is  a  major  form  of  litigation  in  which  expert  witnesses  are  central 
in  the  determination  of  damages  and  awards.  Fraud-oriented  civil  work,  and  criminal  and 
corporate  work  are  nearly  strictly  the  domain  of  accountants  and  so  substitutes  are  not  a 
serious  threat.  The  following  table  considers  only  those  situations  in  which  non¬ 
accountants  would  be  understood  as  potentially  appropriate. 


Table  5.8 

Threat  of  substitution 

1 .  Relative 

- 

Economists  are  generally  academics  who  are  able  to  charge 

price/performance  of 

lower  rates  than  accountants  because  of  their  second  incomes. 

substitutes 

Actuaries  generally  charge  significantly  more  than 
accountants,  and  their  skills  are  considered  more  limited  by 
some  lawyers. 

2.  Switching  costs 

- 

Switching  costs  are  very  low  on  a  case-by-case  basis. 

Summary: 

--  - 

The  threat  of  substitution  in  certain  types  of  service  is  quite  high.  For  instance,  the 
use  of  economists  in  personal  injury  litigation  is  very  common.  However,  for  the  majority 
of  what  would  normally  be  considered  forensic  accounting  services,  the  likelihood  of 
substitution  is  very  low.  Accountants  have  entrenched  themselves  as  arbiters  of  financial 
verity  and  so  fraud  cases  and  other  financial  disputes  are  almost  casually  referred  to 
accountants.  It  is  the  possibility  of  substitution  within  the  accounting  profession,  the 
entrance  of  new  specialists,  that  is  the  more  immediate  concern. 

Resources 

The  resources  that  situational  actions  require  are  those  that  place  their  holder  at  a 
critical  point  in  the  production  of  meaning  or  value.  These  include  resources  which  lower 
uncertainty  for  others,  are  not  easily  substituted,  and  are  pervasive  in  the  productive 
process  (Hickson  et  al.,  1972).  Pfeffer  and  Salancik  (1978)  argue  that  it  is  the  reciprocal 
criticality  of  resources  held  by  organizations  which  principally  determines  the  structuring 
of  their  relationship.  From  both  the  strategic  contingencies  and  the  resource  dependence 
theories  of  power,  it  seems  that  for  actors  to  gain  some  advantage  in  an  industry 
relationship,  they  require  resources  which  are  valuable  and  scarce.  Furthermore,  the 
distribution  of  these  resources  must  be  controlled  by  them  in  a  sovereign,  non-reciprocal 
manner,  in  the  sense  that  other  organizations  that  depend  on  these  resources  do  not  have  a 
hand  in  the  determination,  formulation  or  expression  of  either  the  resource  or  the 
associated  demands.  Pfeffer  and  Salancik  (1978)  delineate  a  list  of  the  conditions  which 
affect  the  extent  to  which  an  organization  will  comply  with  control  attempts",  three  of 
which  are  critical  to  this  discussion: 
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4.  The  social  actor  controls  the  allocation,  access,  or  use  of  the  resource;  alternative  sources  for  the 
resource  are  not  available  to  the  focal  organization. 

5.  The  focal  organization  does  not  control  the  allocation,  access,  or  use  of  other  resources  critical 
to  the  social  actor's  operation  and  survival. 

7.  The  focal  organization's  satisfaction  of  the  social  actor's  requests  are  not  in  conflict  with  the 
satisfaction  of  demands  from  other  components  of  the  environment  with  which  it  is 
interdependent. 

_  (Pfcffcr  &  Salancik,  1978:44) 

In  the  domain  of  forensic  accounting,  where  the  most  critical  resource  that  flows 
through  the  system  of  interdependent  accountants,  lawyers,  corporations,  state  agencies, 
economists  and  actuaries  is  legitimated  expertise,  the  strategic  contingencies  and  resource 
dependence  theoretic  understandings  resources  seem  to  have  important  limitations.  These 
critical  resources  are  social  accomplishments,  not  just  of  the  forensic  accountant,  but  also 
of  the  client  and  competitor  communities;  all  of  the  actors  engaged  in  this  domain  must  be 
complicit  in  the  production  of  any  individual’s  expertise  for  that  production  to  be 
meaningful  and  valuable.  The  distribution  of  these  resources  is  not  so  much  a  question  of 
who  ‘holds’  them  at  any  point  in  time,  but  who  collectively  contributes  to  their  socially 
manufactured  and  sustained  existence. 

In  this  section,  I  will  examine  the  manufacture  and  sustenance  of  resources  which 
are  considered  critical  in  the  domain  of  forensic  accounting.  Although  these  resources  and 
the  relationships  which  make  them  meaningful  may  not  meet  the  definitions  of  Hickson 
and  his  colleagues  (Hickson  et  al.,  1972)  or  Pfeffer  and  Salancik  (1978)  in  terms  of  their 
independent,  sovereign  nature,  they  are  critical  and  valuable  in  this  arena.  I  have  been 
arguing  that  one  of  the  primary  structuring  aspects  of  this  domain  is  its  privileging  of 
individual  expertise,  that  the  legal  and  cultural  structures  which  shape  the  constitution  of 
this  domain  work  to  both  develop  and  sustain  the  myth  of  ‘the  expert’.  This  myth 
assumes  importance  for  many  reasons,  one  of  which  is  that  it  serves  to  reduce  the 
uncertainty  that  surrounds  the  provision  of  forensic  accounting  services. 

The  situationally  significant  resources  in  forensic  accounting  follow  from  the  nodal 
points  and  industry  relationships.  They  are  principally  concerned  with  the  ability  of  actors 
to  exploit  a  forensic  accounting  expert.  The  first  set  of  resources  enable  the  construction 
of  expertise.  Networks  of  clients  and  contacts  also  act  as  a  critical  resource  in  this 
situation.  Their  necessity  parallels  the  construction  of  a  forensic  accountant,  the  social 
network  acts  as  a  medium  through  which  an  understanding  of  someone  as  an  expert 
forensic  accountant  is  spread.  The  final  critical  resource  focuses  on  the  firm  s  ability  to 
offer  forensic  services;  firm’s  require  individuals  who  are  understood  in  the  community  as 
legitimate  forensic  accountants  —  “the  horses”. 


Experti  sc 

In  this  domain,  the  industry  relationships  and  identities  of  the  actors  enable  the 
construction  of  three  critical  resources  that  define  specialist  professional  expertise: 
reputation,  qualifications  and  experience.  Specialist  professional  expertise  is  the  most 
central  and  critical  in  terms  of  its  ability  to  reduce  uncertainty,  but  that  resource  is  built 
only  partially  out  of  the  esoteric  knowledge  and  skills  that  might  be  thought  to  be 
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constitutive  of  it  —  qualifications,  experience,  ‘gray  hair’,  and  especially  reputation  are  all 
drawn  on  for  the  formation  and  maintenance  of  expertise  as  a  resource. 

Expertise  as  a  resource  is  critical  to  the  process  of  forensic  accounting  and  is 
utilized  to  privilege  not  only  the  accountant  with  whom  it  is  associated,  but  all  of  the 
actors  involved  in  its  formation  and  application.  Furthermore,  it  is  not  a  resource  that  is 
held  by  the  accountant  —  it  resides  in  the  community  in  which  the  accountant  provides 
services.  On  both  these  counts,  expertise  is  a  community-based  resource:  it  is  maintained 
by  and  privileges  the  community  to  the  exclusion  of  those  outside  of  the  community.  It 
cannot  even  be  said  that  the  expertise  de-privileges  the  opposing  counsel  or  client  because 
integral  to  the  myth  of  the  expert  is  service  not  to  one  party,  but  to  the  courts,  to  the 
judicial  process.  As  an  expert,  and  especially  as  an  expert  witness,  the  accountant  does 
not  bring  his  or  her  expertise  to  the  process  but  rather  meets  it  there  and  cannot  leave  with 
it.  The  lawyers,  law  enforcement  officials  and  internal  auditors,  on  behalf  of  corporations 
and  governments,  must  maintain  that  expertise  for  their  activities  to  remain  meaningful  and 
powerful.  Without  the  expert  forensic  evidence,  the  validity  of  these  individuals’  claims 
against  others  would  be  reduced;  expen  investigation  and  reasoning  bring  to  these  claims, 
whether  civil  law  suits,  criminal  prosecutions,  or  corporate  dismissals,  an  objectivity  that 
inflates  their  legitimacy  and  durability. 

Expertise  is  more  than  some  esoteric  individual  cognitive  abilities:  for  those 
abilities  to  become  expertise  their  must  be  the  cooperation  of  the  actors  for  whom  that 
knowledge  is  meaningful.  In  this  case,  the  actors  draw  on  several  characteristics  of 
individuals,  each  of  which  is  also  a  community  creation,  to  construct  expertise:  reputation, 
qualifications  and  experience. 

Reputation 

Reputation  is  the  most  general  characteristic  of  expertise  and  is  also  the  most 
clearly  embedded  in  the  community.  This  characteristic  was  cited  by  lawyers  as  critical  in 
their  choice  of  a  forensic  accountant,  and  by  accountants  as  critical  in  the  establishment  of 
a  successful  forensic  practice. 

TL:  —  on  what  bases  would  you  select  an  accountant?  What  criteria  would  you 
use?  LM:  Well  to  a  large  extent  the  same  criteria  that  you  would  use  in  employing 
any  expert  that  you  would  intend  to  give  evidence  in  trial.  —  In  general,  reputation 
in  the  community.  (LM,  lawyer) 


One  of  the  things  in  these  niche  markets  is  that  it  is  very  much  a  business  that  them 
that  has  gels'.  You  have  to  build  up  a  reputation  and  it  is  difficult  to  break  into 
these  sorts  of  things.  (MP,  Chartered  Accountant) 

For  the  forensic  accountants  who  were  the  most  well  established  in  Edmonton, 
reputation  played  a  vital  role  in  the  maintenance  of  their  privileged  position  and  the 
utilization  of  their  expertise  as  a  resource  in  the  legal  community. 

Well  it  gets  back  to,  basically,  you  build  personal  and  firm  reputation.  (IN, 

Chartered  Accountant) 
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LM:  Tel1  y°u  the  truth  1  d°n't  recall  how  I  came  to  know  IN.  /  certainly  knew  of  him 
and  knew  about  his  name  and  reputation  long  before  /  had  occasion  to  know  and  use 
him.  (LM,  lawyer) 

The  rationale  given  by  lawyers  for  the  importance  of  reputation  was  related  to  the 
boirdire  process  described  above  that  is  concerned  with  the  admission  of  witnesses  as 
experts  able  to  legitimately  provide  opinion  evidence.  Of  central  concern  here  was  the 
ease  with  which  an  expert  might  be  admitted.  This  consideration  encouraged  the  lawyers 
to  take  a  conservative  approach  in  their  expert  witness  selection:  choose  experts  who  have 
been  previously  successfully  admitted  and  who’s  opinions  have  influenced  previous  court 
rulings.  While  each  of  these  decision  points  is  completely  reasonable  on  the  part  of  the 
individual  lawyer,  taken  collectively  over  time  they  lead  to  a  conservatism  and  closedness 
in  the  community  that  limits  the  mobility  of  experts. 

But  I  think  the  nature  of  professional  services  is  such  that  once  you  develop  a 
reputation  and  have  a  clientele  in  a  certain  field  or  a  certain  geographical  location 
then  you  are  probably  going  to  be  loathed  to  give  that  up  and  move  elsewhere.... 

(LM,  lawyer) 

Qualifications 

A  somewhat  more  tangible  set  of  contributors  to  the  construction  of  expertise  as  a 
resource  are  the  formal  educational  and  professional  qualifications  attained  by  individuals 
and  their  association  with  those  qualifying  bodies.  Like  reputation,  qualifications  serve  as 
a  signal  of  expertise. 

Generally  what  I  do  before  I  retain  an  expert  I  make  inquiries  as  to  what  training  is 
available,  what  kind  of  certification  is  available,  whether  or  not  there  are  competing 
associations,  and  whether  one  is  a  mainstream  association  and  another  one  a  black 
hole  association— you  try  to  pin  your  perspective  expert  within  the  field.  (LM, 
lawyer) 

The  use  of  qualifications  in  this  manner  is  problematic  in  forensic  accounting  for  two 
reasons.  First,  forensic  accountants  explicitly  deny  the  codifiability  of  their  esoteric 
knowledge  and  skills.  Organized  forensic  accounting  training  can  only  occur  to  the  extent 
that  techniques  and  practices  are  standardized  and  codified.  Consequently,  the  training 
that  is  available  is  process-oriented,  inductive,  or  at  a  very  general  level  of  analysis.  At  the 
First  Canadian  Fraud  Symposium  that  was  organized  by  the  Canadian  Chapter  of  the 
Certified  Fraud  Examiners,  topics  included  suspect  and  witness  interrogation,  rules  of 
evidence,  and  the  analysis  of  several  cases.  The  only  session  that  was  specific  in  its 
analysis  and  recommendations  dealt  with  strategies  for  fraud  prevention,  which  would  be 
considered  somewhat  peripheral  to  forensic  accounting  by  most  practitioners. 

The  second  problem  with  using  qualifications  as  a  surrogate  for  expertise  is  that 
none  of  the  associations  that  have  emerged  as  connected  to  this  field  is  specific  to  forensic 
accounting.  Consequently,  forensic  accountants  qualify  in  courses  related  to  business 
valuation  (Chartered  Business  Valuator),  management  consulting  (Certified  Management 
Consultant),  insolvency  (Canadian  Insolvency  Association)  and  general  public  accounting 
(Chartered  Accountant).  The  Canadian  Chapter  of  the  Certified  Fraud  Examiners  is  the 
association  that  is  the  most  focused  on  forensic  accountants,  but  its  membership  also 
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includes  corporate  and  government  internal  auditors,  police  officers.  Revenue  Canada  and 
securities  commission  investigators,  bank  investigators,  and  insurance  investigators. 

What  happens  is  that  most  people  that  are  in  the  area  happen  to  be  qualified  in 
some  other  capacity,  so  I  guess  in  that  sense  the  standard  setter  would  be  what  is 
required  professionally  to  do  some  sort  of  assignment  through  the,  if  you're  working 
for  Hammonds  &  Jensen  it  would  be  the  CA.  (SW,  Chartered  Accountant) 

Experience 

Another  input  into  the  construction  of  expertise  is  experience.  Together 
qualifications  and  experience  act  as  a  constellation  of  somewhat  tangible  characteristics 
that  can  be  translated  into  a  coherent  curriculum  vitae  and  used  as  a  foundation  for  the 
presentation  of  an  expert  to  the  courts  or  to  a  client.  These  characteristics  are  folded 
together  with  an  expert’s  general  reputation  in  the  community  to  construct  the  shared 
resource  that  is  the  expertise.  The  difference  between  experience,  and  qualifications  and 
reputation  is  the  degree  to  which  they  can  be  assessed  and  compared  across  experts. 
Although  assessment  is  not  a  simple  quantitative  exercise,  court  appearances,  supporting 
rulings,  specific  industry  and  context  clients  can  all  be  counted.  And  with  this  quantitative 
data,  accountants  and  clients  can  make  claims  regarding  the  comparative  experience  of 
individual  experts. 

The  track  record  is  the  most  important  thing  and  their  evidence  having  been 
accepted,  okay?  (IM,  lawyer) 


And  finally  what  is  your  court  experience,  I  mean,  how  many  times  have  you  been 
before  a  court,  what  have  you  testified  on  for  a  court.  I  mean,  obviously  you  start  at 
some  time  having  to  be  qualified,  because  no  one  starts  his  or  her  career  having 
already  testified-you  have  to  be  a  neophyte,  put  your  foot  in  the  water  at  some  stage 
in  time,  but  you  better  hope  that  before  you  have  your  rookie  run  at  have  to  qualify 
as  a  witness  that  you  have  got  sufficient  curriculum  vitae  to  have  that  to  reasonably 
happen.  (ST,  lawyer) 

One  signal  of  experience  is  ‘gray  hair’.  Two  of  the  more  experienced  forensic 
accountants  mentioned  this  device  and  suggested  that  it  might  somehow  be  used  by  judges 
as  an  indictor  of  wisdom  or  experience. 

In  big  litigation  support,  in  major  files  you  probably  need  some  gray  hair  too. 

Lawyers  feel  that  somebody  who  is  very  mature  is  probably  has  got  both  the 
experience  and  the  balance  of  the  judgment  to  deal  with  this  situation  so  lawyers 
tend  to  favor  hiring  somebody  who  has  got  a  bit  of  gray  hair.  (MP,  Chartered 
Accountant) 


And  I've  always  said  and  I  don't  know  if  this  is  gonna  change,  it's  hard  to  say  but,  I 
would  say  at  this  stage  of  the  game  most  of  the  guys  that  are  known  are  ones  that 
have  some  gray  hair.  Again  that  goes  back  to  when  you  get  into  court,  have  you  had 
some  experience?  (IN,  Chartered  Accountant) 

In  summary,  expertise  is  a  complex,  socially  constructed  resource  that  is  situated 
within  the  community  and  available  to  various  community  actors.  It  is  consistent  with  the 
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theoretical  definition  of  situationally  significant  resources  in  that  it  is  highly  legitimated 
and  used  to  reduce  uncertainty.  It  departs  from  the  strategic  contingencies  (Hickson  et 
al.,  1972)  and  resource  dependence  (Pfeffer  &  Salancik,  1978)  models,  however,  as  it  is 
not  controlled  by  any  individual  actor.  Instead,  its  control  is  distributed  among 
community  members,  but  it  is  rooted  to  the  extent  that  actors  will  find  it  difficult  to  take  it 
with  them  outside  of  the  community.  The  constellation  of  reputation,  qualifications  and 
experience  mark  an  individual  as  a  potential  expert. 

Networks  of  clients  and  contacts 

Contemporaneous  with  the  construction  of  expertise  as  a  resource,  there  must  be 
the  accomplishment  of  a  network  of  actors  across  professions  who  are  the  agential  force 
associated  with  that  expertise.  Positions  within  this  network  are  essential  resources  for 
the  actors  involved: 


/  make  the  contact  with  my  experts  generally  through  contacting  other  lawyers, 
either  other  lawyers  within  my  firm  or  ones  outside  the  firm.  LM) 


TL:  Is  it  a  fairly  fixed  clientele  in  terms  of  lawyers  that  have  work  for  you  or  how  do 
people  find  you? 

Sly.-  It's  a  combination  of  things.  It's  a  combination  of  personal  contacts.  It’s  a 
combination  of  the  personal  contacts  that  you  have  through  other  lawyers,  or 
insurance  companies  or  insureds  that  see  how  our  work.  A  certain  amount  through 
referrals,  internal  referrals  where  a  person  within  the  office  is  aware  of  a  situation 
with  a  client  or  just  a  contact  of  theirs  and  he  suggests  that,  you  know,  we  get  to  be 
involved  through  their  own  contacts.  (SW,  Chartered  Accountant) 

The  notion  of  community  has  been  important  to  this  discussion  beginning  with  the 
rules  of  membership  and  including  both  the  nodal  points  and  industry  relationships.  I 
differentiate  community  from  network  here  in  order  to  highlight  different  aspects  of  the 
collective  organization  of  forensic  accounting.  I  use  ‘community’  to  suggest  a  bounded, 
set  of  actors  who  share  some  common  orientation  towards  the  activities  and  context  that 
constitute  forensic  accounting.  In  contrast,  ‘network’  is  meant  to  emphasize  the  structural 
and  communicative  patterns  within  that  community.  The  interrelationships  among 
community  members  are  not  homogeneous;  actors  will  engage  each  other  more  and  less 
often  and  with  greater  and  lesser  intensity.  A  CA’s  admission  to  the  community  does  not 
ensure  the  association  of  expertise  —  this  requires  the  development  of  substantive 
connections  with  clients  and  other  contacts. 


Summary  of  resources 

Expertise  and  contact  networks  as  resources  work  to  privilege  established 
members  of  the  forensic  accounting  community.  As  both  are  developed,  they  engender 
interdependent  relationships  within  which  forensic  accountants  and  their  clients  trade  on 
these  resources  for  their  mutual  benefit.  The  production  of  expertise  and  networks  as 
resources  effects  a  set  of  relationships  with  the  conditions  necessary  to  elicit  compliance. 
In  general,  the  relationships  within  the  forensic  accounting  community  include  awareness 
of  demands,  low  demand  conflict,  capability  of  compliance,  visibility  of  compliance  and 
desire  for  survival.  What  distinguishes  these  relationships,  however,  is  the  degree  of 
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interdependence  created  by  the  communal  nature  of  the  resources  in  question.  Not  only 
are  these  resources  traded  within  the  community,  but  they  are  produced  and  sustained 
there  as  well.  No  one  can  leave  the  community  with  their  resources  intact;  if  the 
community  members  were  to  disengage  from  their  sets  of  relationships,  those  resources 
would  be  lost. 

The  communal  nature  of  expertise  and  networks  also  affects  the  notion  of 
sustainable  competitive  advantage.  The  current  members  of  the  forensic  accounting 
community  rely  on  the  legitimacy  of  the  community  as  a  whole  and  the  circulation  of 
resources  within  it  for  their  continued  ability  to  practice.  There  is,  however,  a  limited 
amount  of  ‘work’  to  be  done  and  fees  to  be  earned  by  the  forensic  accountants. 
Consequently,  there  is  a  tension  between  a  resource  orientation  that  is  based  on  the 
production  and  maintenance  of  communal  resources  and  one  that  is  focused  on  the 
extraction  of  fees.  The  next  section  will  examine  the  identities  in  play  in  forensic 
accounting,  after  which  I  will  discuss  the  obligation  strategies  that  are  based  both  on  the 
situadonally  significant  resources  and  the  actors’  identities. 

Identity 

The  industry  relationships  that  constitute  the  forensic  accounting  community 
provide  opportunities  for  actors  to  engage  in  the  production  of  their  own  identities.  In 
this  section,  I  examine  the  identities  produced  and  drawn  upon  by  actors  in  their 
descriptions  of  their  work  worlds.  Each  interview  began  with  a  general  invitation  to  the 
subject  to  describe  themselves  and  their  backgrounds.  Consequently,  my  discussion  of 
their  identities  draws  heavily  on  the  first  3-4  items  front  each  interview.  To  distinguish 
the  identities  in  use,  I  developed  a  text  table  (Gephart,  forthcoming)  that  included  the  first 
four  text  items  from  each  interview.  This  table  was  reduced  to  a  second  text  table  that 
included  only  quotes  in  which  the  respondents  made  direct  identification  of  themselves 
(e.g.,  “I  am  a  labor  economist”),  identified  what  they  do  (e.g.,  “I  practice  civil  trial  law”), 
or  made  some  reference  to  the  salient  features  of  a  social  category  to  which  they  belong 
(e.g.,  “forensic  accountants  are  more  objective”). 

From  this  distillation  process,  I  discerned  two  primary  sets  of  social  categories 
used  by  my  interviewees  in  the  construction  of  their  own  identities:  professional  groups 
and  ‘experts’.  Professions  were  the  strongest  and  most  common  identifier  used  by  the 
interviewees.  It  is  the  only  social  category  to  which  anyone  attached  an  T  am...’ 
statement.  As  well,  the  various  forms  of  professional  practice  were  the  most  common 
descriptor  of  personal  activity.  Table  5.9  presents  a  partial  list  of  interviewees  initial 
comments  regarding  their  professions.  All  of  these  items  come  from  the  Introductory 
sequences  in  the  interviews. 


Conclusions 


173 


Table  5.9 

Professions  as  Identities 

Accountant 

C;  No,  most  of  them  have  not ,  you  usually  go  through  extensive  examinations 
for  discovery.  And  sometimes  not  even  that,  sometimes  all  the  accountant  is 
called  on  is  to  advise  the  lawyer  and  sort  of  be  a  background  advisor  as  the 
whole  thing  unfolds  as  the  examinations  go  on.  No  /  have  been  (JC) 
the  Alberta  Stock  Exchange.  Of  that  route  there  are  nine  partners  that  are 
called  client  service  partners.— I  am  one  of  those.  There  are  three  tax  (JC, 
accountant) 

that  I  got  involved  in  that  is  I  sort  of  act  as  advisor  to  all  the  client  service 
partners  with  respect  to  audit  related  matters.  There  is  a  lot  (JC) 

S:  Myself,  I  graduated  in  '81  from  the  UofA,  Commerce.  Then  I  started  articling 
with  Peat  Marwick.  And  after  /  got  my  C.A.,  I  switched  up  into  our  financial 
advisory  services  group  in  about  1987.  At  that  time,  the  bulk  of  our  financial 
advisory  services  was  insolvency.  We  did  a  little  bit  of  forensic  work  that  we  got 
through  the  RCMP.  I  then  continued  on  to  get  my  CMC,  or  Certified 

Management  Consulting  designation,  and  my  CBV,  which  is  the  Chartered 
Business  Valuator.  And  now  my  CIA,  which  is  the  Canadian  Insolvency 
Association's  designation,  for  the  trustees  in  bankruptcy.  (GS) 

Forensic  accountant 

OK,  I'll  back  up  a  little  before  we  get  going.  My  background  which  is  part  of  the 
reason  for  where  we're  at.  I  was  with  a  small  firm  and  then  a  national  firm,  and 
then  /  was  in  industry  with  the  tax  department.  The  last  job  /  had  was  with  the 
Securities  Commission  in  Alberta,  and  then  I  went  out  on  my  own.  —  Because  / 
had  been  with  the  Securities  Commission....  As  /  was  leaving  the  Securities 
Commission  the  R.C.M.P.  was  setting  up  their  Commercial  Crimes  Section  in 
Canada.  —The  first  time  that  they  required  expert  accounting  evidence  on  they 
called  me  because  I’d  been  at  the  Commission  and  I'd  done  some  fraud  work 
there  obviously.  (RG,  forensic  accountant) 

I  think  it  seems  to  me  in  the  early  80s  that  there  were  probably  a  dozen  of  us 
that  could  call  ourselves  full  time  forensic  accountants,  which  was  the  term  that 
became  used.  (RG) 

I've  been  doing  this  work  for  ten  or  twelve  years  now.  And  we  kind  of  really  only 
started  to  use  the  term  forensic  accounting'  when  we  realized  the  marketplace 
was  using  the  term  and  I  might  as  well  at  least  use  it.  This  probably  was  in  the 
last  five  or  six  years.  But  I  was  doing  forensic  accounting  long  before  it  was 
known  as  forensic  accounting.  (AM) 

W:  Not  really,  we  don't,  we  always  tease  each  other  about  being  forensic 
accountants  as  such.  Our  expertise  is  no  doubt  in  that  type  of  thing,  because  we 
just  can't  use  the  normal  books  and  records-we  have  to  lead  to  this,  which  leads 
to  (TW) 

And  that's  another  thing  that  makes  the  work  tough.  Guys  have  tried  it  and  just 
haven't  made  it.  They  take  on  something  beyond  their  knowledge  -  they  thought 
they  could  do  it  and  they  didn't  do  it.  You  can  screw  up  pretty  fast.  It  s  a  much 
more  intense  type  of  practice  than  traditional  practice.  (RG) 
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Lawyer 

another  accountant.  Everyone's  got  there  own  weasel  words  that  might  be 
capable  of  being  used  to  charge  a  client  an  extra  twenty-five  dollars,  because 
you  know  some  word  that  comes  out  of  an  manual  for  whatever  profession.  Its 
like  an  (RD,  lawyer) 

SE:  Well,  I  have  been  practicing  for  eleven  years  and  it  just  a  natural  tendency 
on  the  part  of  lawyers  as  they  progress  in  experience  to  get  involved  in  more, 
more  complex  files.— Files  that  have  more  dollars.  For  example  there  might  be  a 
(SE,  lawyer ) 

this  year.  My  practice  is  about  I  would  say  about  forty  percent  small  business 
and  corporate  work  and  sixty  percent,  or  maybe  a  little  bit  more,  litigation  which 
on  the  litigation  side  is  about  equally  divided  between  personal  injury  litigation 
which  is  diminishing  and  corporate  and  commercial  litigation  which  is 
increasing.  I'm  president  of  the  Alberta  Civil  Trial  Lawyer's  Association  and  a 
Governor  of  the  American  Trial  Lawyer's  Association  which  is  probably  why  I 
am  getting  more  involved  litigation,  as  opposed  to  a  specific  interest,  that  (TM) 

Economist 

CB:  Yeah,  they  are  extremely  expensive  and  this  doesn’t  really  use  their 
expertise.— except  in  the  calculation,  but  anyone....  —I  shouldn't  say  anyone, 
because  I  have  found  quite  a  few  accountants  that  don't  know  how  to  do  present 
value  calculations,  but  if  you  know  how  to  do  a  present  value  calculation  and  if 
you  know  what  expected  value  means— you  should  have  no  trouble  doing  this 
kind  of  stuff.  So  I  do  have  a  friend  in  (CB,  economist) 

CB:  Sure,  my  background  is  that  I  am  a  labor  economist-specializing  in  wages 
and  <inaudible>-  anything  to  do  with  labor  market.  I  first  became  (CB, 

economist) 

AJ:  Well,  I  did  obviously  the  usual  undergraduate,  graduate  work  in  economics 
and  then  there  was  a  break,  because  1  was  in  the  armed  forces  for  three  (AJ) 
provide  the  counter-evidence  of  it.  And  nowadays  I  don't  know  if  an  actuary  or 
accountant  has  a  lot  credibility  vis  a  vis  a  full  blooded  economist  on  the  stand. 
Plus,  you  usually  get  them  settled,  so  (AJ) 

Actuary 

SE:  I  have  a  personal  view  that  there  isn't  much  that  actuaries  do  that  an 
accountant  can't  and  I  don't  want  to  belittle  the  area  that  there  in,  but  for 
example  on  the  desk  behind  you  is  an  actuary  workbook  and  I  can  work  out  my 
client  damages  quite  effectively  on  my  own.  And  my  experience  in  (SE,  civil  trial 

lawyer) 

BS:  Essentially  we  are  involved  in  the  actuarial  side-expert  witness  work;  and 
primarily  three  areas  fatality,  personal  injury,  and  divorce.  In  (BS) 
practice,  because  I  was  the  first  actuary  in  town  so  it  was  easy  to  be  the  best 
actuary  in  town.  Consequently  people  beat  a  path  to  my  door,  hence  /  (BS) 

The  relational  features  associated  with  professional  activity  engender  strong 
identification  in  their  members.  Professions  are  distinctive.  Labels  (e.g..  Chartered 
Accountant,  C.A.,  Actuary),  jargon  (e.g.,  net  worth,  boirdire),  and  associations  (e.g., 
CICA,  CFE)  encourage  members  and  others  to  identify  professionals  as  a  distinct  group. 
Professions  are  also  considered  prestigious  in  contrast  to  non-professions,  and  some 
professions  are  often  considered  more  prestigious  than  others.  The  inter  disciplinary 
competition  that  occurs  in  forensic  accounting,  between  specialist  forensic  accountants 
and  other  accountants,  and  between  accountants  and  other  professionals  also  increases  the 
salience  of  ‘out-groups’  that  stand  as  important  contrasts  for  one’s  own  professional 
identification.  Forensic  accounting  and  the  other  professions  represented  here  a  so 
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encourage  identification  through  socialization  processes.  The  forensic  accountants,  for 
instance,  have  begun  a  process  whereby  new  entrants  are  treated  as  apprentices,  studying 
under  the  tutelage  of  an  experienced  forensic  accountant,  the  new  entrant  learns  the 
procedures  and  assumptions  of  the  trade  as  well  as  its  significance  and  necessity. 

The  forensic  community  seems  to  have  resolved  the  cognitive  complexity 
associated  with  understanding  the  contributions  made  by  various  individuals  and  firms. 

The  critical  category  for  interpreting  the  relationships  and  actions  in  the  community  is  the 
professional  divisions:  accountant,  forensic  accountant,  lawyer,  economist,  actuary. 

Strong  generalizations  are  made  on  these  bases  both  with  respect  to  interviewees’  own 
professions  and  those  of  others.  If  pressed,  members  of  this  community  would, 
undoubtedly,  back  away  from  their  generalizations,  but  they  were  all  willing  to  provide 
them  without  any  conscious  prompting  on  my  part. 

The  second  source  of  identity  for  some  interviewees  was  the  notion  of  ‘experts’  as 
a  social  category.  Despite  the  centrality  of  ‘the  expert’  in  the  discourse  of  forensic 
accounting  as  a  whole,  where  it  serves  as  an  important  nodal  point  and  a  critical  resource, 
it  did  not  appear  very  strongly  as  a  source  of  identity.  Table  5.10  provides  a  partial  listing 
of  interviewees’  comments  on  ‘expert’  as  an  identity. 


Table  5.10:  ‘Expert’  as  identity 

Really,  to  me,  what  an  expert  is,  is  someone  that  knows  some  information  which  is  useful  to 
understanding  what  is  going  on  in  the  case  and  you  are  just  bringing  information  to  the  courts  that  the 
court  wouldn't  have  otherwise.  (CB) 

Testifying  to  the  discount  rate  is  considered  to  be  the  premiere  domain  of  the  economist.  (AJ) 

—  adopting  the  role  of  being  an  advocate  rather  then  just  being  an  expert  accounting  witness.  Trying 
to  much  to  win  the  case  for  his  client  (DH) 

And  in  the  end  we  had  a  Ph.D.  psychologist  who  blew  away  their,  their  expert  and  the  poor  actuary 
didn't  have  a  chance  unless  she  had  done  (AJ) 

They  don't  want  the  court  to  know  how  much  experience  /  have  and  how  many  articles  and  books  that  / 
have  written  --  they  don't  challenge  my  expertise,  they  try  to  hide  it.  So  that  has  (CB) 

The  CA  has  a  certain  track  record  and  therefore  unless  it’s  damaged  through  negative  events,  it  will 
continue  to  have  a  track  record.  (AM) 

In  a  sense  accepting  an  expert  because  he  has  the  qualifications  has  long  since  passed.  (RG) 

Whereas  before  you  never  used  to  get  personally  grilled  it  was  sort  of,  you  re  an  accountant,  we  re 
going  to  listen  to  you  as  an  accountant,  and  carry  on.  The  judges  are  inclined  to  listen  to  you  as  an 
expert  though,  they  make  it  quite  clear  how  much  weight  they  ll  put  your  evidence  will  be  determined 
as  they  hear  you  as  opposed  to  sort  of  as  an  expert.  (RG) 

1  am  the  last  link  in  the  chain.  /  am  always  the  last  person  that  testifies  after  everyone  else  so  /  see 
everyone  else's  reports  and  /  have  a  good  idea  of  who  I  think  are  the  good  people.  Whether  those  are 
the  good  people  for  the  lawyers  I  can't  say  for  sure,  but  I  think  /  have  a  pretty  good  idea.  (CB, 
economist) _ 

Unlike  the  professions  as  sources  of  identity,  the  notion  of  an  expert  was  never 
brought  up  in  the  interviewees’  introductory  descriptions  of  themselves.  The  items  in 
Table  5. 10  emerged  out  of  more  general  discussions  of  their  activities  and  relationships. 
To  the  extent  that  ‘expert’  is  an  identity  taken  on  by  any  of  the  interviewees,  it  seems  to 
be  assumed  as  a  temporary  self,  a  role  largely  for  the  benefit  of  others,  rather  than  as  a 
stable  and  permanent  source  of  identification  for  oneself.  Expert  as  identity  accents  the 
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importance  of  Dutton  and  Dukerich’s  (1991)  distinction  between  identity  and  image, 
where  the  former  is  concerned  with  one’s  self-understanding  and  the  latter  focuses  on  the 
perceptions  of  others.  In  the  forensic  accounting  community,  it  is  important  for  many 
individuals  to  retain  the  image  of  expert,  while  not  necessarily  incorporating  it  into  their 
identities.  As  discussed  with  respect  to  resources,  the  constitution  of  an  expert  is  critical 
to  the  legitimation  of  many  of  the  claims  made  in  the  processes  associated  with  forensic 
accounting.  This  demands  that  certain  individuals  be  associated  with  that  label,  at  least 
within  certain  contexts.  It  does  not  require,  however,  that  those  same  individuals  consider 
themselves  to  be  experts. 

The  separation  of  identity  and  image  with  respect  to  the  status  of  expert  suggests 
that  Dutton  and  Dukerich’s  (1991)  argument  regarding  identity  consistency  is  not 
universal.  This  is  a  situation  in  which  there  seems  to  be  no  direct  correspondence  between 
an  individual’s  identity  and  their  image.  Both  professional  affiliation  and  expert  status, 
however,  contribute  to  strategy  formation.  Professional  ideologies  are  associated  with 
particular  interpretive  positions,  emotional  biases  and  strategic  recipes.  For  instance, 
forensic  accounting  incorporates  public  accounting’s  bias  for  objectivity  and  independence 
and  adds  its  own  set  of  strategic  and  procedural  recipes  with  respect  to  best  practice. 

Obligation  strategies 

Obligation  strategies  trade  on  the  critical  resources  available  in  an  institutional 
setting  and  at  the  same  rime  serve  to  reproduce  those  resources  and  their  criticality.  This 
reconstitutive  aspect  is  especially  clear  in  forensic  accounting  where  the  resources  that  are 
most  critical  are  held  by  either  a  number  of  individuals  or  the  entire  community.  When 
resources  are  drawn  upon  here,  it  must  be  from  the  position  of  a  community  member,  and 
that  necessary  inclusiveness  reproduces  the  ordering  of  standards,  rules,  nodal  points, 
social  relations  and  identities.  Because  obligation  strategies  are  directed  specifically  at  the 
attainment  or  utilization  of  extant  critical  resources,  I  will  structure  this  discussion  around 
those  resources  which  are  currently  considered  critical:  expertise  and  networks. 

Expertise 

Current  definitions  and  constructions  of  expertise  involve  the  reputation, 
qualifications,  and  experience  of  individuals  associated  with  that  expertise.  Consequently, 
obligation  strategies  trade  on  these  understandings  of  reputation,  qualifications  and 
experience.  I  argued  previously  that  expertise  as  a  resource  was  based  in  the  community 
rather  than  the  individual  accountant  or  other  expert.  This  implies  that  although  this 
expertise  is  associated  with  one  individual,  it  is  available  to  be  traded  on  for  the 
community  members  as  a  whole.  Community  actors  can  utilize  the  reputation  that  has 
been  developed  with  respect  to  an  expert  either  to  justify  their  own  claims  against 
someone  else,  or  in  the  case  of  the  expert  to  underwrite  their  opinions  and  justify  the  fees 
associated  with  those  opinions.  In  either  case,  realization  of  these  strategies  will  result  in 
the  reproduction  and  possibly  enhancement  of  that  reputation  resource.  Drawing  on  the 
experience  and  qualifications  dimensions  of  expertise  has  similar  processual  possibilities 
and  will  have  similar  institutional  effects  —  justification  and  reproduction. 

Most  descriptions  of  the  dynamics  of  community  reputation  seemed  to  indicate 
that  reputation  is  a  resource  that  develops  in  the  course  of  delivering  expert  services  over 
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time  and  that  naturally  reflect  a  person’s  abilities  and  competencies.  Consequently,  most 
of  the  activities  in  which  forensic  accountants  were  trying  to  establish  or  improve  their 
reputations  centered  on  the  production  of  competent  performances  for  their  clients,  in 
court  and  in  other  circumstances.  There  were,  however,  more  direct  methods  for 
reputation  building,  the  most  common  of  which  was  seminar  provision.  Almost  all  of  the 
experts,  including  accountants,  economists  and  actuaries,  delivered  some  seminars, 
although  for  most  it  was  not  a  major  activity. 

I  have  given  a  few  seminars  in  the  sense  that  the  civil  trial  lawyers  association  has 
had  me  twice  now  giving  presentations,  basically  outlining  the  sort  of  things  that  I 
do.  I  did  a  similar  thing  more  recently  at  the  Legal  Education  Society  which  is  more 
or  less  the  defense  bar,  they  call  it  that.  (DB,  economist) 

One  of  the  attributes  associated  with  reputation  is  credibility  which  most  actors 
related  to  a  balance  in  one’s  work,  both  in  terms  of  plaintiff/defendant  balance,  and  more 
generally  a  balanced  perspective  in  the  presentation  of  analysis  and  evidence.  Both  of 
these  associations  lead  to  credibility  being  exclusively  associated  with  established  forensic 
practitioners.  However,  one  accountant  suggested  that  it  was  possible  to  draw  on  this 
resource  from  slightly  outside  of  established  community. 

1  think  if  you've  established  yourself  as  a  credible  professional,  you've  done  some 
publications  or  some  lecturing,  you've  met  people  —  you've  established  that  you 
have  a  presence  about  you  —  1  think  that  will  happen  in  time.  It's  just,  I  think,  the 
person,  the  people  that  have  had,  have  crossed  that  bridge  have  demonstrated  a 
track  record.  /  think  it's  like  any  other  area...  Once  you  have  established  a  track 
record  to  some  extent  it's  like  the  CA  itself.  The  CA  has  a  certain  track  record  and 
therefore  unless  it's  damaged  through  negative  events,  it  will  continue  to  have  a 
track  record  (SW,  Chartered  Accountant) 

In  this  case  he  is  arguing  that  it  is  possible  to  draw  on  more  general  reputation  and 
credibility  resources  that  are  rooted  in  the  CA  profession  rather  than  in  the  specialty  area 
of  forensic  accounting.  The  rationale  for  this,  however,  is  to  ultimately  develop  a 
reputation  and  credibility  within  the  forensic  community.  As  I  argued  in  the  discussion  of 
resources,  these  types  of  resources  are  both  valuable  and  largely  immobile. 

I  think  the  nature  of  professional  services  is  such  that  once  you  develop  a  reputation 
and  have  a  clientele  in  a  certain  field  or  a  certain  geographical  location  then  you 
are  probably  going  to  be  loathed  to  give  that  up  and  move  elsewhere....  (LM, 
lawyer) 

Because  an  actor’s  reputation  resides  in  and  is  held  by  the  community  rather  than 
the  actor,  relocating  implies  leaving  behind  those  community-based  resources  except  to 
the  extent  that  there  is  some  overlap  in  either  membership  or  at  least  communication 

between  the  previous  community  and  the  new  community. 

Another  facet  of  expertise  is  the  objectivity  associated  with  the  independent  expert. 
This  resource  was  one  which  was  drawn  on  heavily  by  the  clients  of  forensic  accountants. 
The  notion  of  the  objective,  independent  expert  is  a  shared,  community  resource  that  only 
requires  embodiment  in  an  individual  to  be  utilized.  In  some  contexts  it  did  not  seem  as  if 
it  mattered  very  much  who  that  individual  was  so  long  as  she  or  he  met  the  basic  criteria 

for  an  expert. 
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—  the  main  reason  that  I  use  them  —  we  have  guys  with  Commerce  degrees  that 
could  do  their  own  accounting  and  we  certainly  do  some  for  our  own  in  house 
purposes  but  when  we  go  to  court  we  want  an  independent  auditor  to  verify  our 
findings  —  I  like  to  try  to  show  the  courts  that  we  had  somebody  independent  from 
us  to  confirm  our  records  that  they  are  accurate  to  the  best  of  their  knowledge.  (LF, 
law  enforcement  officer) 

Strategies  that  incorporated  attempts  to  draw  on  the  (qualifications  and  experience 
aspects  of  expertise  often  revolved  around  the  production  and  promotion  of  a  curriculum 
vitae.  This  document  seemed  to  be  offered  as  a  strong  symbol  of  the  individual  expert’s 
tangible  background.  Perhaps  because  so  much  of  the  marketing  and  promotion  of 
forensic  accounting,  the  c.v.  has  taken  on  extra  significance  as  a  durable,  transferable 
image  of  the  expert  that  could  be  invoked  even  in  ‘at  a  distance’  relationships. 

TL:  Right,  for  your  own  work  has  it  been  the  people  are  coming  to  you  after  you  do 
the  programs? 

MP:  No  we  try  to  do  a  little  bit  of  marketing  with  litigation  lawyers. 

TL:  How? 

MP:  Usually  send  them  a  CV  —  curriculum  vitae. 

TL:  Anything  more  then  that? 

MP:  Well,  we  are  just  in  the  process  of  putting  together  a  brochure.  This  will 
probably  cover  all  aspects  of  the  work  that  we  think  that  we  are  competent  to  do. 

That  will  cover  divorce  and  valuations,  accounting,  and  auditing  matters.  (MP, 

Chartered  Accountant ) 

The  other  durable  image  most  discussed  was  the  marketing  brochure.  Although 
the  brochures  were  uniformly  firm- sponsored  media,  they  relied  on  references  to 
individuals  with  the  firm,  sometimes  including  their  pictures,  to  communicate  the  firm’s 
qualifications  and  competencies. 

This  is  more  the  brochure  that  gives  names  and  faces  and  one  of  the  disadvantages 
is  the  names  and  faces  change  which  they  have  as  this  is  a  couple  of  years  and 
several  of  the  people  have  gone.  (SW,  Chartered  Accountant) 

There  was  a  strong  feeling  among  many  of  the  professionals  that  ‘strategy’  in  the 
sense  of  formal  planning  was  not  appropriate  to  this  area  because  of  the  serendipitous 
nature  of  industry  entry  and  the  reliance  on  individuals  with  idiosyncratic  attributes.  One 
firm  had  even  formally  addressed  this  informal  approach. 

One  thing  that  may  be  of  interest  to  you  is  we  have  a  meeting  twice  a  year  of  all  the 
managing  partners  of  our  associated  group  in  United  States  and  in  Canada  and 
we've  determined  that  these  niche  markets  are  really...  It  is  not  something  that  you 
can  generally  plan  for.  You  can't  say  well,  we  are  going  to  go  out  and  we  are  going 
to  go  gel  a  partner  established  in  litigation  support,  very  difficult  to  do  that.  It 
usually  just  happens  that  some  guy  has  a  burning  interest  in  some  particular  issue 
and  he  is  aggressive  enough  to  get  a  few  assignments  and  starts  to  build  up  a 
reputation  sort  of  thing  and  it  starts  to  snowball.  (MP,  Chartered  Accountant) 


Networks  and  marketing 

Discussion  of  networks  of  clients  and  contacts  occurred  most  frequently  when  I 
asked  interviewees  about  their  marketing  activities  and  about  the  requirements  for  a  new 
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forensic  accountant  establishing  a  practice.  The  development  of  a  network  of  contacts 
necessarily  paralleled  and  to  some  extent  crossed  over  into  the  establishment  of  reputation. 
Without  a  network  in  place  no  significant  professional  reputation  could  be  enacted; 
because  reputation  is  based  in  the  community  or  network,  there  must  exist  some 
structuring  of  contacts  for  it  to  be  constructed  and  maintained.  Similarly,  for  the 
accountant,  entrance  is  largely  based  on  an  ability  to  establish  a  reputation  within  that 
network.  Because  of  litigation’s  increasing  ‘technical  complexity’,  the  reputations  of 
expert  witnesses  have  become  an  important  set  of  tokens  in  these  networks. 

In  terms  of  the  establishment  of  a  network  of  client  contacts,  forensic  accountants 
took  at  least  two  distinct  approaches  which  were  reflective  of  the  size  of  practice  and  size 
of  firm  with  which  they  were  associated:  broad-based  networking  and  targeted 
networking. 

You  always  have  to  do  a  lot  of  marketing.  Yeah  we  did.  Focusing  on  crown 
attorneys  and  police  forces  and  got  into  the  Ontario  Police  College  where  we  gave  a 
week  long  course  on  fraud  investigation.  —  you  have  still  got  the  same  number  of 
cops  and  crown  attorneys  and  add  to  that  how  many  hundreds  of  litigators  in  the  city 
alone  that  could  use  your  services  from  time  to  time  and  add  to  that  the  corporate 
market  and  there  is  a  decision  maker  in  there  as  to  whether  they  are  going  to  retain 
outside  forensic  accountants.  —  And  then  add  to  that  the  other  government 
departments  that  could  use  forensic  accountants.  (IS,  Chartered  Accountant) 


In  our  case  we're  interested  in  the  independent  businessman  who's  doing  something. 

—  Because  those  are  the  guys  that  also  spin  off  some  of  this  extra  work  because 
they  are  doing  things.  And  that  was  a  choice  we  made.  And  that  s  why,  that  s  why  / 
say  we  're  never  going  to  be  a  huge  firm  in  that  sense.  But  as  far  as  the  special  areas 
go  we  re  a  factor  in  the  marketplace  along  with  the  national  firms.  (IN,  Chartered 
Accountant) 

Although  the  choice  of  client  breadth  constrains  to  some  extent  the  size  of  practice 
an  accountant  might  develop,  it  does  not  seem  to  determine  their  understanding  of  the 
constitution  of  the  forensic  community,  of  those  actors  who  would  be  either  engaged  in  or 
affected  by  forensic  accounting.  It  merely  reflected  a  decision,  either  intentional  or  not,  to 
service  a  particular  subset  of  that  community.  There  was  much  less  variance  on  another 
strategic  dimension  —  time.  All  of  the  actors  in  this  community  felt  it  was  important  to 
maintain  continual  contact  with  their  network  of  clients,  competitors  and  experts.  This 
was  attributed  largely  due  to  the  ad  hoc  nature  of  the  client  relationships. 

/  wouldn't  take  [a  huge  job]  on  today.  It  would  take  so  much  of  my  time  they  would 
have  to  pay  me  for  two  years  of  practice.  —I  would  just  go  right  out  of  the  market 
place,  and  the  work  we  do,  you  have  to  continuously  be  in  the  market  place,  then 
you're  selling  yourself  Which  is  one  of  the  things  that  really  distinguishes  what  we 
do  from  a  normal  practice  (IN,  Chartered  Accountant) 

Oh  yeah,  you  have  to  keep  up  contacts  with  lawyers  and  anybody  else,  you  know  you 
just  have  to,  it's  constant  marketing.  (IN,  Chartered  Accountant) 
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You  have  to  go  out  and  remarket  for  your  next  file  the  whole  time.  Now  we  tend  to 
get  into  some  quasi-annuity  work  in  that  we  get  in  with  a  particular  law  firm  that's 
comfortable  with  what  we  can  provide  for  services.  As  they  have  new  files  we  will  get 
involved  in  some  of  them.  But  again  its  not  a  predictable  based  on  every  January 
and  so  on.  We'll  do  three  files  from  a  law  firm  in  a  month  and  then  nothing  for  two 
years.  (JH,  Chartered  Accountant) 

One  strategy  for  establishing  networks  that  was  mentioned  by  several  practitioners 
was  based  on  an  understanding  of  the  system  as  a  meritocracy. 

Well  the  best  marketing  is  just  the  product  you  put  out.  Because  every  time  we  get 
involved  in  a  file  there's  somebody  on  the  other  side  of  the  file  that's  reading  our 
reports.  —  There's  been  a  number  of  law  firms  we've  ended  up  working  for  just 
because  we  were  working  on  the  other  side.  And  they've  called  us  out  of  the  blue  on 
a  different  file.  (JH,  Chartered  Accountant) 

This  scenario  was  repeated  by  accountants,  economists,  actuaries  and  lawyers. 
There  was  a  strong  sense  that  this  was  a  tangible  product  which  could  be  evaluated 
somewhat  objectively.  Along  with  the  emphasis  on  reputation,  this  was  one  of  the 
strongest  indicators  of  a  conservative  community  process:  the  c.v.  emphasized  and 
reconstituted  the  importance  of  extant  membership  in  the  legal/forensic  community 
through  the  episodic  establishment  and  re-establishment  of  interconnected  relationships 
and  networks.  It’s  neither  ‘what  you  know’  or  ‘who  you  know’,  but  rather  ‘who  knows 
you’  that  counts  in  this  institutional  arena.  This  conservative  bias  was  sometimes 
exploited  by  litigators  who  would  attempt  to  force  opposing  counsel  to  draw  on  experts 
from  outside  the  legitimated  community. 

—  sometimes  lawyers  will  try  to  tie  up  all  the  effective  experts  in  the  field  as  soon  as 
possible.  So  you  have  a  case  where  you  need  forensic  experts  call  them  both  in  call 
both  Baker  and  Furney  —  as  far  as  I  am  concerned  you  have  got  the  two  top  guys  in 
the  town  and  that  leave  the  other  side  looking  else  where.  ( LM ,  lawyer) 


Section  summary 

The  competitive  situation  faced  by  forensic  accountants  is  specific  to  their  area; 
their  industry  relationships,  identities,  resources  and  obligation  strategies  cohere  because 
they  draw  on  well  established  formal  and  especially  informal  standards  and  rules  through  a 
commonly  managed  set  of  nodal  points.  Strongly  legitimate  resources  provide  the 
opportunity  for  the  great  deal  of  obligational  activity  in  evidence  here.  Actors  continually 
attempt  to  manage  their  situations  by  drawing  on  the  pre-conceived  notions  of  how 
forensic  accounting  should  be  produced.  Forensic  accounting  is  not  a  mature  industry, 
however.  Many  of  its  institutional  structures  are  only  partially  formed  and  almost 
completely  unfixed.  This  provides  the  opportunity  for  institutional  strategies  that  attempt 

to  influence  and  reformulate 


SECTION  5:  CHAPTER  SUMMARY 

'fhe  situation  and  context  faced  by  forensic  accountants  differs  substantially  from 
that  faced  by  their  colleagues  in  environmental  audit.  The  standards  and  rules  associated 
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with  forensic  accounting  are  far  more  specific  and  institutionalized.  The  nodal  points  are 
more  coherent.  The  competitive  situation  is  more  encouraging  with  the  most  significant 
competition  coming  from  other  accountants  rather  than  other  professions. 

However,  there  are  also  broad  structural  similarities  between  forensic  accounting 
and  environmental  audit  in  the  patterns  across  institutional  and  competitive  elements.  In 
the  Conclusion  to  Chapter  Four,  I  argue  that  there  is  a  common  thread  that  flows  through 
horizontal  competition,  identities,  strategies  and  membership,  and  another  that  flows 
through  vertical  competition,  resources,  strategies  and  standards.  In  this  final  section,  I 
will  argue  similarly  that  the  substantive  aspects  of  the  institutional  context  can  be  traced 
through  the  competitive  situation  with  the  same  membership-identity-horizontal 
competition,  and  standards-resources-vertical  competition  linkages. 

Membership,  strategies,  identities  and  horizontal  competition 

Membership  rules  in  forensic  accounting  focus  on  the  delineation  of  formal 
membership  boundaries  and  the  elaboration  of  meaning  for  those  boundaries.  The  CA 
designation,  the  CICA  Interest  Group,  the  CFE  and  the  CBV  all  provide  formal  criteria 
for  acceptance  as  a  forensic  accountant  that  largely  excludes  anyone  other  than 
accountants.  Unlike  environmental  audit,  forensic  accounting  has  been  institutionalized  as 
primarily  an  accounting  function.  Consequently,  the  contested  membership  issues  center 
on  the  more  fine-grained  boundaries  between  forensic  accountants  and  other  accountants. 
The  ‘community’  processes,  including  entry,  also  work  to  maintain  this  distinction,  first 
between  accountants  and  non-accountants,  and  second  between  forensic  specialists  and 
other  accountants.  The  emphasis  on  experience  and  reputation,  the  reliance  on  oral 
communication,  and  the  isomorphic  collectivization  of  the  legal  and  forensic  communities 
all  maintain  a  significant  barrier  to  those  individuals  who  are  not  already  considered 
legitimate  forensic  accountants.  The  challenges  to  community  and  more  formal 
institutional  rules  emanated  largely  from  those  outside  of  or  somewhat  peripheral  to  the 
community.  The  large  number  of  accountants  attempting  to  enter  the  field  provided  an 
implicit  challenge  to  the  informal  structures.  Similarly,  the  young,  female  economist 
challenged  the  collective  understanding  of  what  constituted  membership  criteria  and  how 
entrance  traditionally  occurred. 

The  membership  boundaries  and  challenges  to  those  boundaries  are  strongly 
associated  with  the  identities  of  the  individuals  involved.  The  strongest  identifying 
categories  in  forensic  accounting  are  the  various  professions  with  which  individuals  are 
associated.  Accountants,  economists,  actuaries,  and  lawyers  involve  themselves  based  on 
their  understandings  of  their  profession’s  role  and  expertise  within  the  broad  arena  of 
litigation  support.  The  social  category  ot  forensic  accountants  stands  as  an  identifiable 
sub-category  from  accountants  in  general.  Although  the  specific,  formal  criteria  for 
membership  in  this  specialist  sub-category  are  not  completely  clear,  an  individual  s  status 
as  a  member  or  non-member  is  generally  quite  clear.  Strategic  challenges  to  membership 
rules  arise  largely  out  of  the  advantages  and  disadvantages  that  have  accrued  to  the 
various  professions. 

The  relative  competitive  positions  of  the  professions  are  addressed  in  the  analysis 
of  horizontal  competition.  The  industrial-organization  based  analysis  of  the  threat  of  new 
entrants  suggested  a  moderately  high  threat  because  of  the  lack  of  economies  of  scale. 
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proprietary  product  differences,  capital  requirements,  formal  or  legal  barriers,  and 
expected  retaliation.  The  informal  barriers  and  emphasis  on  reputation  and  experience 
form  a  significant  barrier  to  entry,  but  are  more  easily  challenged  and  restructured  than 
would  be  more  highly  institutionalized  barriers. 

Standards,  strategies,  resources  and  vertical  competition 

Forensic  accounting  standards  delineate  with  some  precision  two  competing 
definitions  of  ‘forensic’,  a  set  of  technical  standards  and  a  set  of  legal  standards  that  are 
well  understood  and  accepted  by  a  broad  range  of  involved  parties.  The  effect  of  these 
standards  is  to  provide  an  institutionally  legitimate  set  of  practices  and  structures  that 
actors  draw  on  in  their  industry  relationships  as  resources.  Although  there  are  two 
competing  definitions  of  ‘forensic’,  they  overlap  to  the  extent  that  one  is  a  almost  entirely 
a  subset  of  the  other.  This  relatively  stable  foundation  for  ‘what  is  forensic  accounting’ 
reduces  the  uncertainty  associated  with  buyer-supplier  relationships  with  respect  to  the 
terms  of  reference  in  their  exchange.  Both  forensic  accountant  and  client  know  within  a 
fairly  well  delimited  range  the  nature  of  the  services  being  discussed.  This  is  strengthened 
by  the  narrow  range  of  clients  with  which  forensic  accountants  typically  interact. 

The  dominant  technical  standards  work  to  protect  the  current  practitioners  by 
buffering  their  expertise  from  direct  inspection  or  imitation.  The  inductive,  ‘black  box’ 
approach  to  education  and  explanation  of  forensic  practice  privileges  the  forensic 
accountant  with  respect  to  both  the  client  and  the  potential  new  entrant.  The  legal 
standards  are  well  entrenched  and  similarly  work  to  the  advantage  of  extant  specialists. 
This  advantage  is  effected  through  the  legitimation  of  individual  expertise  as  the  critical 
resource.  In  this  context,  expertise  is  a  more  specific  context  than  in  environmental  audit. 
Here,  expertise  is  necessarily  vested  in  and  mediated  through  individuals  because  of  the 
demands  of  the  judicial  system  for  expert  witnesses. 

The  relationships  between  forensic  accountants  and  civil  and  corporate  clients  is 
greatly  strengthened  by  the  nature  of  the  resources  and  institutional  standards.  Civil  trial 
lawyers  in  particular  are  dependent  on  forensic  accountants  for  their  special  expertise. 
Ironically,  their  dependence  is  largely  a  product  of  the  legal  and  judicial  standards  that 
privileges  expertise  vested  in  experienced  and  qualified  individuals.  Boidire  demands  a 
high  level  of  ‘brand  identity’;  the  constellation  of  experience,  qualifications  and  reputation 
configure  an  expertise  that  the  forensic  accountant  is  able  to  significantly  leverage. 
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Chapter  Six: 
Conclusions 


INTRODUCTION 

In  this  chapter  I  intend  to  return  to  some  of  the  theoretical  themes  developed  in 
Chapter  Two  in  light  of  the  empirical  examinations  provided  in  Chapters  Four  and  Five. 
Four  themes  in  particular  will  be  highlighted  here.  First,  the  most  central  division  in  the 
supporting  theory  and  in  my  theoretical  framework  is  that  between  competitive  situations 
and  institutional  contexts.  I  argue  theoretically  that  this  division  can  be  bridged  by  an 
appropriate  set  of  concepts  emphasizing  action  (strategies)  and  interpretation  (nodal 
points).  The  first  section  of  this  chapter  examines  an  empirical  pattern  found  in  both 
forensic  accounting  and  environmental  audit  that  links  specific  elements  of  situation  and 
context  in  a  coherent  manner.  Horizontal  relationships,  identities  and  membership  rules 
and  strategies  seem  to  be  linked  in  a  process  of  actors'  identification. 

The  second  section  will  examine  the  role  of  resources.  The  theoretical  framework 
incorporated  a  largely  positivistic  understanding  of  resources  that  was  only  partially 
suitable  to  analyzing  the  empirical  sites.  Here,  I  examine  the  empirical  tensions  and  some 
theoretical  reformulations  that  might  accommodate  those  tensions.  The  third  theoretical 
theme  that  I  return  to  is  the  concept  of  nodal  points.  This  concept  was  perhaps  the  most 
underdeveloped  theoretically  and  empirically  at  the  beginning  of  this  study  and  so  it  is 
appropriate  that  I  revisit  it  in  light  of  the  empirical  research.  Finally,  I  will  compare  and 
contrast  the  three  strategies  developed  in  the  theoretical  framework.  The  distinctions 
between  competitive  and  institutional  strategies  and  between  membership  and 
standardization  strategies  are  central  to  my  argument.  I  will  analyze  the  utility  and  validity 
of  those  distinctions  and  again  suggest  revisions. 
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PATTERNS  AND  THEORY 
Figure  6.1  A  model  of  industry  structure  and  change 
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The  notion  of  institutional  entrepreneurship  is  premised  on  the  possibility  of  actors 
being  able  to  affect  their  institutional  contexts.  This  possibility  has  been  explored  here 
through  the  development  of  a  theoretical  framework  that  links  the  concrete  strategies  of 
actors  and  their  resources  and  identities  to  their  institutional  contexts.  I  have  argued  that 
actors  influence  their  institutional  contexts  through  strategies  directed  at  the  standards  of 
practice  and  rules  of  membership  which  structure  their  context.  In  turn,  actors' 
competitive  situations  are  impacted  by  these  rules  and  standards  through  the  formation  of 
nodal  points.  The  empirical  examination  of  institutional  entrepreneurship  has  shown  not 
only  that  competitive  situations  and  institutional  contexts  are  linked  through  strategies  and 
nodal  points,  but  that  specific  aspects  of  the  competitive  situation  are  linked  to  specific 
aspects  of  the  institutional  context  by  a  coherent  process.  The  remainder  of  this  section 
will  examine  this  pattern  of  identification. 


Patterns  of  Identification:  Horizontal  Relationships,  Identities  and  Membership 

I  refer  to  the  linkages  among  horizontal  relationships,  situational  identities  and 
membership  rules  and  strategies  as  patterns  of  identification  to  highlight  the  common 
element  among  these  various  elements  —  identity.  The  horizontal  dimension  in  the 
industrial  organization  framework  examines  competition  between  a  focal  firm  and  those 
firms  that  are  potential  substitutes  and  new  industry  entrants.  Identification  is  a  critical 
process  here,  where  the  distinctions  between  direct  competitors  (  those  who  are  like  us  ) 
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and  substitutes  and  new  entrants  (‘others’).  New  entrants  and  substitutes  act  as  a 
competitive  threat  to  the  extent  that  they  seek  to  negotiate  with  the  same  set  of  buyers  and 
suppliers  —  the  extent  to  which  they  threaten  to  replace  the  focal  firm.  The  definition  of 
industry  boundaries  determines  not  only  who  is  included  in  the  value  adding  process,  but 
also  who  is  excluded.  It  is  the  exclusionary  nature  of  industry  boundaries  that  maintains 
their  profitability  (Hill  &  Jones,  1993).  Porter  (1980:  7-14)  identifies  several  barriers  to 
entry  including  economies  of  scale,  capital  requirements,  cost  advantages  independent  of 
size,  differentiated  extant  products;  current  competitors5  proprietary  access  to  distribution 
channels,  and  government  policy.  What  these  issues  beg,  however,  is  the  question  of  the 
boundary  itself.  The  separation  of  competitor,  new  entrant  and  substitute  are  socially 
negotiated  aspects  of  industrial  competition. 

The  social  construction  of  industry  boundaries  can  have  a  very  significant  impact 
on  the  social  structures  available  for  individuals  to  utilize  in  the  formation  of  their 
identities  and  those  of  their  affiliated  organizations.  The  notion  of  ‘identity’  is  an  explicit 
linkage  from  an  individual  to  his  or  her  social  environment:  it  is  the  relationship  of  an 
individual  to  a  larger  cultural  system  (Goffman,  1963;  Fiol,  1991).  Individuals’  abilities  to 
construct  sensible  and  coherent  identities  are  dependent  on  the  existence  of  legitimated 
social  groupings  with  which  they  can  identify  and  against  which  they  can  distinguish 
themselves.  The  recognition  and  interpretation  of  direct  competitors,  potential  substitutes 
and  new  entrants  is  an  identification  process  in  that  actors  must  place  themselves  and 
others  within  distinct  social  categories;  they  must  make  statements,  implicitly  or  explicitly, 
regarding  who  they  are  and  who  they  are  not. 

The  concept  of  membership  brings  the  notion  of  identity  to  institutional  structures 
and  processes.  Membership  rules  allow  and  disallow  individuals  and  organizations  access 
to  particular  social  groupings  and,  hence,  to  particular  means  of  identification.  These  rales 
are  enacted  through  the  formation  of  industry  relationships,  particularly  horizontal 
competitive  relationships.  In  turn,  membership  strategies  draw  on  situational  resources 
and  especially  identities  that  are  partially  a  result  of  horizontal  relationships  in  attempts  to 
influence  institutional  rales. 

The  horizontal  relationships,  identities  and  membership  rules  and  strategies  in  both 
environmental  audit  and  forensic  accounting  accent  the  significance  of  these  patterns  of 
identification  and  indicate  some  of  the  potential  differences  in  how  these  patterns  might 
emerge  empirically.  Environmental  audit  is  characterized  by  a  much  less  developed  set  of 
social  categories  for  the  allotment  of  individuals  than  is  forensic  accounting.  The  two  key 
social  categories  in  environmental  audit,  Chartered  Accountants  and  environmental 
professionals,  are  in  many  ways  non-comparable:  the  former  is  highly  formalized, 
disciplinary,  professionally-based,  established  and  entrenched,  while  the  latter  is  largely 
informal,  multi-disciplinary,  market-based,  new  and  emergent.  What  makes  these 
differences  so  interesting  is  that  these  categories  are  the  primary  membership  devices  with 
respect  to  the  intersection  of  accounting  and  environmental  audit.  They  structure  industry 
relationships  regarding  competitors  and  substitutes,  provide  salient  features  for 
identification,  and  are  the  focus  of  membership  strategies  intent  on  reshaping  their 

definitions.  .  . 

Forensic  accounting  involves  more  fine-grained,  professionalized  social  categories. 

The  horizontal  competition  here  includes  accountants  who  are  not  yet  involved  in  forensic 
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activities  and  other  professionals  whose  services  overlap  with  those  of  forensic 
accountants.  The  pressure  faced  by  forensic  accountants  along  this  dimension  is 
moderate.  The  lack  of  scale  economies,  capital  requirements,  proprietary  product 
differences,  regulation  and  retaliation  expectations  opens  the  door  to  new  entrants. 
However,  ‘brand’  identity  (in  the  form  of  professional  reputation),  access  to  distribution 
channels,  and  scale-independent  advantages  (in  the  form  of  proprietary,  experience-based 
knowledge)  moderates  this  threat.  Similarly,  while  low  switching  costs  increase  the  threat 
of  substitution,  the  relative  price/performance  of  other  professionals  is  only  an  issue  in  a 
limited  range  of  activities. 

In  contrast,  the  horizontal  relationships  faced  by  accountants  in  environmental 
audit  present  their  most  serious  competitive  pressure.  The  entrenchment  of  other 
environmental  professionals  seriously  disadvantages  accountants  based  on  the 
‘price/performance’  of  alternatives  and  the  low  switching  costs  so  far  as  switching  from 
accountants  is  concerned.  The  boundaries  for  both  environmental  professionals  and 
Chartered  Accountants  constrain  accountants  in  their  competitive  strategies.  The  set  of 
environmental  professionals  is  at  this  point  constituted  by  an  informal  boundary  that  is, 
nevertheless,  relatively  well  understood  and  accepted  by  a  large  number  of  clients  and 
competitors.  Although,  there  is  some  disagreement  with  respect  to  which  individuals  and 
firms  might  be  considered  environmental  professionals,  the  potential  membership  status  of 
professions  in  general  is  well  established.  The  most  critical  point  of  agreement  is  that,  for 
the  most  part,  accountants  are  not  in  the  set  of  potential  environmental  professionals. 

The  intense  competition  from  other  professionals  plays  out  strongly  in  the 
formation  of  accountants’  identities  in  this  domain.  An  understanding  of  accountants  as 
auditors,  entrepreneurs,  and  environmentalists  supports  their  attempts  to  enter  into 
environmental  services  and  extend  the  scope  of  Chartered  Accountancy.  Although,  I  have 
conceptualized  identity  as  stemming  from  industry  relationships,  the  focus  here  on 
identities  formed  within  the  context  of  competitive  pressure  suggests  that  identity  might 
usefully  be  understood  as  a  strategic  process.  The  development  of  a  social  identity 
includes  the  formation  of  both  a  self-concept  and  an  image  that  is  focused  externally. 
These  elements  interact  to  shape  actors’  strategies  through  a  desire  for  consistency  within 
and  between  them.  Accountants’  emphasize  identities  that  differentiate  themselves  from 
‘traditional’  accountants  and  accentuate  their  distinctive  competence  in  the  environmental 
area. 

The  analysis  of  substitutes  for  accountants’  environmental  services  developed  in 
Chapter  Five  indicated  that  the  greater  legitimacy  of  other  environmental  professionals 
positions  accountants  somewhat  outside  of  the  industry  in  which  they  wish  to  participate. 

It  is  accountants  who  might  more  reasonably  be  thought  of  as  substitutes  .  Their 
identities  as  entrepreneurs  and  environmentalists  can  be  interpreted  as  bridges  to  the 
environmental  services  industry.  These  identities  stretch  traditional  conceptions  of 
accountants,  decreasing  the  distinction  between  them  and  their  substitute  competition. 
However,  because  the  social  category  of  Chartered  Accountants  is  highly  institutionalized, 
its  perimeters  are  inelastic.  The  profession  is  not  easily  able  to  accommodate  new 
identities  and  images  of  itself.  Consequently,  the  identity  of  accountants  as  auditors  may 
hold  more  promise  as  a  means  of  stretching  the  category  of  environmental  professionals  to 

include  accountants. 


References 


187 


Attribution  processes  (Crittendon,  1989)  reinforce  the  strategic  linkage  between 
industry  relationships  and  identity.  The  presentation  of  an  image  provides  a  resource  for 
others  to  interpret  and  make  sense  of  an  individual’s  actions.  People’s  tendency  to 
attribute  action  to  underlying’,  ‘personal’  characteristics  increases  the  importance  of  a 
strategically  presented  image.  For  accountants  involved  in  environmental  services,  their 
identity  as  ‘auditors’  might  work  to  counteract  the  generally  negative  attitudes  towards 
their  services  held  by  many  potential  clients  and  competitors.  The  attribution  process, 
however,  is  only  effective  where  there  is  action  to  be  interpreted.  Consequently, 
accountants’  image  as  auditors  will  be  a  much  more  powerful  sensemaking  resource  for 
clients  and  competitors  after  accountants  have  made  visible  inroads  into  environmental 
services.  In  summary,  the  identities  in  play  in  forensic  accounting  are  not  well-formed, 
domain  specific  categories,  but  are  rather  more  general,  attachments  and  descriptions  that 
work  to  move  and  expand  traditional  conceptions  of  environmental  professional  and 
Chartered  Accountant. 

The  identities  in  forensic  accounting  are  much  more  extensively  developed  and 
isomorphic  with  professional  boundaries:  accountant,  economist,  actuary,  and  forensic 
accountant  are  the  labels  that  people  attach  to  themselves.  These  strong  identities  are 
consistent  with  the  relatively  low  level  of  competition  among  the  participants.  Neither 
clients  nor  competitors  usually  have  trouble  differentiating  the  potential  contribution  of  the 
professions,  except  regarding  a  few  specific  issues  that  cross  professional  boundaries.  The 
most  problematic  social  category  in  this  domain  is  that  of  forensic  accounting  itself.  There 
was  almost  no  hesitation  on  the  part  of  accountants  to  refer  to  themselves  as  being 
Chartered  Accountants,  but  only  some  of  those  involved  in  forensic  services  would  refer 
to  themselves  as  forensic  accountants.  The  label  seemed  uncomfortable  to  some,  at  least 
partially  because  of  a  lack  of  a  precise,  singular  definition  for  the  service. 

The  strategic  aspect  of  identity  is  more  muted  than  in  environmental  services,  but  it 
is  still  critical.  The  adoption  of  professional  identities  provides  individuals  with  a  strong, 
basic  presentation  of  who  they  are  and  what  they  are  capable  of  providing.  For  well- 
established  professions  as  are  represented  here,  however,  there  are  an  overabundance  of 
connotations.  Not  only  are  accountants  understood  to  be  honest,  independent,  objective 
and  rational,  but  conservative,  boring,  shy,  and  reclusive  as  well.  It  is  for  this  reason  that 
several  of  the  accountants  involved  in  forensic  services  identified  themselves  explicitly  as 
forensic  accountants  and  made  a  point  of  differentiating  themselves  from  their  traditional 
audit  and  tax  colleagues. 

Legal  proceedings  provide  an  excellent  situation  ior  attribution  processes,  a 
complex  array  of  action  in  a  highly  individualized  setting  where  individuals  must  make 
causal  attributions  in  order  to  plan  for  the  next  instance.  When  the  judge  makes  his  or  her 
ruling,  then  the  lawyers  must  make  sense  of  it  in  order  to  understand  their  own  and  others 
actions.  Here,  the  individualistic  nature  of  the  forensic  accountant  identity  is  strongly 
reinforced.  The  normal  inclination  to  attribute  an  effect  to  a  personal  characteristic  is 
accentuated  by  the  individualizing  processes  involved  in  courtroom  proceedings  and 
expert  witness  procedures  in  particular.  Boirdire  and  the  testimony  process  focus 
attention  on  the  characteristics  and  beliefs  of  the  individual.  As  accountants  gain 
experience  in  court  and  are  subject  to  various  rulings,  they  and  their  clients  are  able  to 
develop  the  forensic  accountant  identity  through  attribution  processes. 
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The  linkages  from  horizontal  relationships  and  identity  to  membership  strategies 
and  rules  in  environmental  audit  and  forensic  accounting  are  consistent  with  the  patterns 
of  identification  at  the  situational  level.  The  social  categories  of  environmental 
professionals  and  Chartered  Accountants  drive  the  interaction  of  competitive  situation  and 
institutional  context  in  environmental  audit.  The  strategies  for  expanding  the  category  of 
environmental  professionals  to  include  Chartered  Accountants  —  reclaiming  audit, 
GreenLEAP,  ‘quarterbacking’  rhetoric  —  all  draw  on  the  identity  of  accountant  as  auditor 
and  focus  on  relieving  the  intensity  of  horizontal  competition  through  the  redefinition  of 
institutional  rules. 

Similarly,  the  membership  strategies  and  rules  associated  with  forensic  accounting 
follow  the  more  fine-grained  and  professionally-based  distinctions  found  in  their 
discussions  of  identity.  The  emphasis  here  is  on  the  institutional  organization  of 
professions  including  the  development  of  organizations  specific  to  forensic  accounting. 
The  development  of  the  CICA  Interest  Group  and  the  Canadian  Chapter  of  the  National 
Association  of  Certified  Fraud  Examiners  follow  from  the  identities  of  key  institutional 
entrepreneurs  as  accountants  and  as  forensic  accountants.  The  formation  of  the  Interest 
Group  has  been  led  by  individuals  who  have  are  well  established  as  forensic  accountants 
and  who  have  been  active  either  directly  or  through  their  firms  in  the  CICA.  The  effect  of 
the  Interest  Group  on  competition  is  somewhat  unclear.  It  effectively  lowers  the  barriers 
to  entry  for  accountants  wishing  to  provide  forensic  services  by  providing  a  legitimating 
device  and  a  source  of  education  and  contacts.  However,  larger  numbers  of  forensic 
accountants  will  expand  the  visibility  of  the  area  which  may  increase  its  legitimacy  among 
a  larger  client  population,  which  would  decrease  the  intensity  of  vertical  competition.  The 
CFE  would  have  similar  effects.  Whereas  entrance  into  forensic  accounting  was 
idiosyncratic  and  often  serendipitous,  these  organizations  formalize  and  institutionalize  the 
process.  This  lowers  the  barriers  to  entry  and  shifts  the  whole  focus  of  the  area  from 
individuals  to  organizations  and  professional  institutions.  At  the  same  time,  it  provides  a 
legitimacy  that  goes  beyond  individual  reputations  and  experience. 

Theoretical  reflections 

The  theoretical  framework  developed  in  Chapter  Two  attempts  to  integrate  a 
diverse  set  of  theoretical  approaches  that  focus  variously  on  industrial  competition, 
individual  cognition  and  behavior,  and  the  formation  of  macro-structural  properties  of 
inter-organizational  fields.  The  empirical  sites  examined  in  Chapters  Four  and  Five  lend 
some  insights  into  these  theoretical  approaches  and  especially  their  inter-relationships. 

The  most  general  insight  derived  from  the  empirical  examinations  is  that  the  more 
specific  theoretical  approaches  are  neither  mutually  exclusive  nor  incommensurable  in  any 
way.  The  positivistic  theories  of  identity  and  resource  dependence  shed  considerable  light 
on  the  competitive  situations  of  actors.  The  post-positivist  theories  of  institutions  and 
power  were  useful  in  analyzing  the  institutional  elements  of  the  same  phenomena.  Most 
interesting  was  that  the  patterns  of  identification  discussed  above  flow  across  competitive 
and  institutional  boundaries  with  insights  shared  across  positivistic  and  post-positivist 

understandings  of  social  phenomena.  ... 

The  utility  of  this  inter-disciplinary  theoretical  approach  highlights  the  limitations 

of  single-pronged  theoretical  attacks  on  complex  empirical  phenomena.  Each  of  the 
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approaches  utilized  here  would  have  provided  a  reasonable  interpretation  of  one  aspect  of 
environmental  audit  or  forensic  accounting,  but  the  larger,  dynamic  picture  would  have 
been  left  unexamined.  The  strength  of  my  approach  has  been  in  its  ability  to  deal 
adequately  not  only  with  the  complexity  of  these  areas  but  their  dynamism  as  well. 


RESOURCES  ISSUES 

The  resources  drawn  on  by  actors  within  any  situation  reflect  the  uncertainties  and 
contingencies  that  actors  must  negotiate  in  their  day-to-day  activities.  The  availability  of 
these  resources  is  related  both  to  the  development  of  the  situation  in  question  and  to  its 
historical  connections  to  other  situations  and  contexts.  Environmental  audit  resources  are 
firmly  rooted  in  the  more  general  contexts  of  the  CA  profession  and  environmental  law 
and  science.  The  standards  that  govern  financial  audit  provide  CAs  with  a  critical  set  of 
resources  in  the  financial  system.  However,  within  the  domain  of  environmental  audit, 
these  standards  are  mediated  by  the  ‘audit’  nodal  point  which  interacts  with  both  CAs  and 
non-accounting  professionals.  Rooted  in  the  financial  system  understanding  of  audit,  CAs 
are  at  a  disadvantage  when  working  from  the  ‘audit’  nodal  point  in  establishing  their 
industry  relationships:  they  draw  only  from  the  most  conservative  and  financially-oriented 
understandings  of  audit,  while  others  construct  understandings  of  audit  which  are  tailored 
to  their  own  abilities  and  environmental  concerns.  The  second  major  resource  within  this 
situation  is  the  set  of  scientific  and  technical  skills  required  to  conduct  most  of  what  are 
currently  understood  as  ‘environmental  audits’:  site  assessments,  compliance  assessments, 
and  environmental  management  systems  assessments.  These  resources  are  most 
commonly  controlled  by  such  professionals  as  engineers,  hydrologists,  and  geologists. 

In  contrast  to  the  general  orientation  of  environmental  audit  resources,  the 
resources  that  are  critical  to  actors  in  forensic  accounting  are  firmly  established  in  the  local 
social  structure  and  nodal  points.  They  reflect  both  individualistic  and  community 
orientations.  I  argue  in  Chapter  Five  that  the  most  critical  resources  serve  the  community 
as  the  foundation  for  the  construction  and  utilization  of  individual  forensic  accounting 
experts.  Expertise  is  the  strongest  example  of  this  phenomenon.  Built  out  of  a 
combination  of  reputation,  experience,  qualifications,  and  ‘gray  hair’,  expertise  is  critical 
to  the  maintenance  of  forensic  accounting’s  legitimacy.  Each  forensic  context  criminal, 
civil,  corporate  —  has  developed  such  that  expertise  must  be  available  as  a  resource  for 
actors  to  draw  on.  It  is  perhaps  most  clear  in  the  criminal  setting  in  which  complex  cases 
demand  the  production  of  expert  opinion  for  justice  to  be  served,  and  that  production  is 
impossible  without  a  legitimated  foundation  of  expertise.  In  corporate  matters,  all  of  the 
potential  actors  —  forensic  accountant,  internal  auditor,  senior  management,  external 
auditor,  government  regulator  —  with  the  possible  exception  of  the  accused  individual  or 
organization,  similarly  demand  that  the  external  expert  be  associated  with  the  expertise 
resource;  all  of  these  actors  draw  on  that  expertise  resource  to  justify  their  own  assertions 

and  positions. 

Another  resource  that  is  critical  to  a  forensic  accountant  s  success  is  a  network  of 
clients  and  contacts.  This  resource  is  similarly  both  communitarian  and  individualistic, 
the  formation  of  this  network  does  not  so  much  resemble  a  hub  and  spoke  with  the 
expert  as  the  hub  and  clients  as  spokes;  rather,  it  more  closely  resembles  a  tangled  web 
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with  the  expert  attempting  to  position  him-  or  herself  near  the  center.  Clients  in  this 
domain  are  associated  through  their  activities  (e.g.,  law  enforcement),  their  cases  (e.g., 
civil  trials),  and  their  professions  (e.g.,  lawyers)  such  that  the  aspiring  forensic  accountant 
can  only  contribute  to  the  structure  of  their  client  network,  not  determine  it.  The  ‘word  of 
mouth  processes  that  reputations  enter  into  here  precede  and  outlast  individual 
practitioners. 

Actors  draw  upon  situationally  significant  resources  in  order  to  deal  with  the 
interaction  of  their  industry  relationships  and  identities.  Industry  relationships  establish 
demands  upon  actors  and  the  resources  necessary  to  comply  with  or  resist  those  demands. 
In  the  domain  of  environmental  audit,  the  weakly  formed,  unstable  relationships  effect  a 
stock  of  resources  which  draw  heavily  from  the  more  general  contexts  of  Chartered 
Accountancy  and  environmental  law  and  science.  The  development  of  resources  that  are 
specific  to  environmental  audit  has  not  begun  in  any  serious  manner.  CAs  bring  with  them 
the  objectivity  and  independence  that  are  associated  with  their  profession  generally,  and 
attempt  to  draw  on  those  resources  in  the  formation  of  their  relations  with  clients  and 
competitors.  Similarly,  CAs  must  draw  on  other  professionals  in  order  to  gain  the 
scientific  and  legal  expertise  that  are  demanded  in  many  environmental  situations. 

In  forensic  accounting,  the  stock  of  resources  is  much  more  clearly  delineated  and 
reliant  on  the  structure  of  industry  relationships.  There  is  a  direct  correspondence 
between  the  competitive,  client,  and  intra-organizational  relations  and  the  resources 
available  to  actors.  What  is  most  interesting  here  is  the  ‘location’  of  these  resources. 
Whereas  strategic  contingencies  theory  (Hickson  et  al.,  1972)  and  resource  dependence 
theory  (Pfeffer  &  Salancik,  1978)  suggest  power  is  dependent  on  individual  actors, 
whether  they  are  individuals,  departments  or  organizations,  holding  resources  that  are 
critical  to  other  actors,  and  making  demands  based  on  those  resources,  I  argue  that  within 
forensic  accounting  situations  the  most  significant  resources  are  jointly  held  by  the 
community  of  practitioners  and  clients.  Although  reputation  is  undeniably  associated  with 
individuals,  it  is  neither  held  nor  controlled  by  them.  Reputation  is  constructed  and 
maintained  by  the  community  within  which  the  individual  works. 

I  suggest  that  this  relocation  of  resources  has  two  theoretical  effects.  First,  it 
reinforces  and  intensifies  the  linkages  between  industry  relationships  and  resources.  Not 
only  are  these  resources  determined  by  industry  relationships,  but  they  are  established  as  a 
part  of  those  relations.  Furthermore,  relationships  and  resources  are  bound  up  in  one 
another  in  an  even  more  inextricable  manner:  taking  reputation  as  an  example,  actors 
draw  on  reputation  as  a  resource,  but  reputation  seems  to  also  constitute  the  relationship 
at  a  distance’  among  experts  and  clients.  Often  potential  clients  will  know  the  reputation 
of  an  individual  expert  long  before  they  have  occasion  to  deal  with  that  person.  Although 
it  could  be  argued  that  unless  they  have  had  some  form  of  direct  dealings  with  one  another 
they  are  not  engaged  in  a  relationship,  but  I  would  argue  that  reputation  in  this  case  is  a 

relational  concept  that  binds  actors  across  time  and  space. 

The  second  effect  is  concerned  with  the  relationship  between  resources  and  forms 
of  action.  I  argued  that  based  on  their  access  to  situational  resources,  actors  could  either 
comply  or  resist  the  dynamics  of  their  industry  relationships.  This  dynamic  is 
straightforward  where  actors  hold  resources  individually:  on  an  exchange  basis  actors  can 
demand  various  behaviors  of  other  actors  in  return  for  particular  resources.  Where  actors 
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hold  resources  communally,  situational  action  may  be  more  complex.  Access  to  resources 
in  this  case  involves  community  membership,  where  manipulation  of  those  resources  must 
be  done  in  concert  with  other  interested  actors.  And  because  resources  such  as  reputation 
are  intrinsically  relational  in  nature,  notions  of  simple  exchange  do  not  capture  the  range 
of  actions  and  interactions  which  can  transpire.  For  instance,  resistance  to  relations  can 
weaken  the  resource  on  which  that  resistance  is  based:  using  one’s  reputation  to  engage  in 
what  are  considered  illegitimate  activities  may  lower  the  value  of  that  resource  for 
everyone  and  simultaneously  weaken  the  bonds  that  reputation  sustains. 

Redescribing  the  nature  of  resources  and  their  links  to  industry  relationships  in 
order  to  incorporate  their  communal  nature  might  imply  fusing  the  concepts  together  as  a 
higher  order  construct.  Based  on  the  forensic  accounting  data,  it  could  be  argued  that 
instead  of  industry  relationships  determining  the  resources  available,  they  constitute  those 
resources,  possibly  through  language.  This  argument  becomes  more  compelling  when 
identity  is  also  considered:  in  forensic  accounting,  I  argue  that  identity  and  industry 
relationships  are  already  fused  to  the  point  that  separate  analyses  would  be  non¬ 
productive.  It  could  be  argued  here  that  the  industry  relationships,  resources,  and 
identities  of  actors  exist  in  some  discursive  realm  within  which  they  are  constitutive  of  and 
inseparable  from  each  other.  And  breaking  them  into  discrete  analytical  elements  forces  a 
sense  of  distance  and  causality  that  may  be  inappropriate. 

If  the  separate  elements  of  actors’  situations  were  combined  theoretically  it  might 
necessitate  a  more  subtle  empirical  analysis  so  that  the  differences  between  situations,  such 
as  with  forensic  accounting  and  environmental  audit,  are  not  lost.  Where  fusing  the 
concepts  together  seems  attractive  in  the  forensic  context,  it  seems  much  less  so  with 
respect  to  environmental  audit.  The  linkages  between  relations,  resources  and  identities 
there  seem  much  more  distant,  less  commingled,  and  with  much  more  direct  influence 
from  outside  of  that  domain.  In  this  case  their  theoretical  separation  seems  beneficial:  it 
highlights  these  distances  and  tensions  between  them  without  suggesting  that  they  are 
unrelated. 

As  with  identity  and  industry  relationships,  the  theoretical  understanding  of  the 
linkage  between  resources  and  industry  relationships  might  be  best  revised  through  more 
subtle  empirical  analysis.  Understanding  and  describing  what  constitutes  significant 
resources  and  their  connection  to  industry  relationships  requires  an  adaptive  approach  that 
incorporates  the  contingencies  of  the  particular  situations  under  examination.  To  develop 
a  deeper  understanding  of  the  resources  and  relations  in  environmental  audit  might 
demand  a  broader,  more  inclusive  analysis  of  the  discursive  interactions  of  audit,  public 
accounting,  environmental  science,  and  the  legal  system.  In  contrast,  a  deeper 
understanding  of  the  forensic  accounting  situation  might  be  better  acquired  by  examining 
the  micro-relations  among  individuals,  their  patterns  of  individual  behavior,  and  especially 
the  local  language  of  forensic  accounting  in  ‘natural’  contexts.  One  issue  that  the 
direction  for  empirical  analysis  hinges  on  is  the  purpose  underlying  the  research.  What  we 
are  trying  to  understand  or  change  will  necessarily  direct  us  to  the  empirical  site  of  inquiry. 
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NODAL  POINTS 

The  rules  and  standards  associated  with  audit  and  the  environment  work  to 
structure  actors  situations  indirectly  through  their  interpretation  as  nodal  points.  The 
theoretical  framework  developed  in  Chapter  Two  suggests  that  the  relationship  between 
nodal  points  and  rules  and  standards  is  one  in  which  the  former  acts  as  fixed  points  of 
passage  based  on  the  intersection  of  the  latter.  However,  what  I  found  when  utilizing  this 
concept  empirically  was  that  this  distinction  may  be  most  useful  here  because  it  illuminates 
the  manner  in  which  rules  and  standards  affect  the  situations  of  actors,  but  often  do  not 
directly  impinge  or  determine  those  relations.  In  both  environmental  audit  and  forensic 
accounting,  nodal  points  presented  opportunities  for  action  and  resistance  based  on  the 
plural  and  contested  nature  of  the  nodal  points. 

In  examining  environmental  audit,  I  argue  that  ‘audit’  and  ‘the  environment’  serve 
as  nodal  points,  not  because  they  are  fixed  or  singular,  but  because  they  jointly  determine 
the  options  available  to  actors  in  the  structuring  of  their  industry  relationships.  They  act 
both  as  points  of  passage  and  as  tokens  which  the  bearer  can  use  to  gain  access  to  the 
environmental  audit  domain.  Both  ‘audit’  and  ‘the  environment’  present  multiple, 
contested  interpretations  which  actors  are  able  to  draw  on  individually  or  in  combination 
to  construct  relationships  in  which  their  own  positions  are  privileged.  CAs,  for  example, 
have  drawn  on  this  audit/environment  intersection  in  attempts  to  legitimate  their  own 
environmental  activities.  At  this  time,  it  seems  as  though  the  discourse  of  environmental 
audit  is  sufficiently  unstructured  and  fragmented  as  to  allow  for  multiple  legitimate  options 
and  multiple  privileged,  though  contradictory,  positions.  The  use  of  the  term  ‘audit’ 
outside  the  accounting  profession  has  allowed  CAs  to  enter  these  other  areas,  but  at  the 
same  time  it  has  lowered  the  term’s  specificity  and  the  CA  profession’s  control  of  it.  In 
this  case,  it  seems  that  nodal  points  can  be  multiple  and  fragmented  in  nature.  There  is  no, 
as  yet,  singularly  privileged  instantiation  of  either  audit  or  the  environment,  and  so  there 
can  be  no  single  course  through  the  flow  of  context  and  situation.  What  this  suggests, 
however,  is  that  the  theoretical  understanding  of  nodal  point  that  I  presented  earlier  may 
be  somewhat  narrow. 

The  nodal  points  that  I  argue  are  associated  with  forensic  accounting  proceed 
directly  from  the  interaction  of  the  rules  and  standards  and  especially  their  emphasis  on  the 
individual  expert.  Forensic  accounting  is  dominated  by  a  constellation  of  nodal  points  that 
revolve  around  ‘the  expert’:  the  production  of  opinion;  characteristics  of  a  desirable 
expert;  and,  the  individual  forensic  accountants  whose  names  and  reputations  stand  as 
nodal  points  in  and  of  themselves.  These  nodal  points  have  the  cumulative  effect  of 
producing  a  context  in  which  individual  reputation,  experience,  and  qualifications  regulate 
the  manner  in  which  industry  relationships  are  constructed.  The  primacy  of  individual 
relationships,  and  especially  between  forensic  accountant  and  client,  promote  a  situation 
within  which  ‘names  and  faces’  play  a  much  larger  role  than  in  most  public  accounting 

domains. 

Qualifications  play  two  roles  in  the  establishment  of  individual  expertise.  First, 
possessing  some  appropriate  certification  or  charter  indicates  expertise  and  legitimacy  to 
clients.  But  second,  the  particular  certification  or  charter  is  relatively  unimportant,  as  the 
inability  of  clients  to  name  their  preferred  qualification  suggests.  Consequently,  the 
individual  must  be  able  to  show  some  legitimated  qualification  as  a  basis  for  expertise,  but 
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The  possible  utility  of  the  nodal  point  /  rules  and  standards  distinction  does  not 
address,  however,  what  the  most  powerful  explication  of  ‘nodal  point’  might  be.  Working 
primarily  from  Clegg  (1989)  and  Gallon  (1986),  I  began  with  an  understanding  that 
emphasizes  the  indexical  fixation  of  a  standard  or  rule,  the  temporary  establishment  of  a 
taken-for-granted  interpretation.  I  suggested  theoretically  that  nodal  points  would  present 
indexical  fixities,  instantiations  of  rule  and  standard  interactions.  Gallon  (1986)  describes 
a  situation  in  which  a  question  (How  do  scallops  attach  themselves?)  became  a  nodal 
point,  or  in  his  terms  an  obligatory  passage  point,  for  three  different  sets  of  actors  (the 
scallops,  scientists,  scallop  fishermen).  In  this  case,  the  nodal  point  “indicates  the 
movements  and  detours  that  must  be  accepted,  and  the  alliances  that  must  be  forged” 
(Callon,  1986:  206).  What  was  strongest  in  the  theoretical  determination  of  nodal  points 
was  their  fixed  and  obligatory  nature.  However,  in  describing  the  domains  of 
environmental  audit  and  forensic  accounting  I  moved  some  considerable  distance  from  an 
understanding  of  this  fixed  and  obligatory  nature  toward  one  which  focused  on  concepts 
and  ideas  that  mediated  between  the  rules  and  standards,  and  industry  relationships,  and 
that  was  potentially  plural,  contested  and  unstable. 

One  other  benefit  derived  from  the  nodal  point  concept  was  an  ability  to  describe 
more  abstract  notions,  such  as  ‘the  expert’,  without  massing  them  together  under  the 
broad  rubric  of  rules  or  standards.  Although  it  could  be  argued  that  all  of  the  elements 
that  I  argue  act  as  nodal  points  can  be  translated  in  terms  of  rules  and  standards,  I  believe 
that  this  would  lessen  their  explanatory  power  in  terms  of  both  their  relationship  to  action 
and  their  epistemological  status.  The  manner  in  which  rules  and  standards,  and  nodal 
points  are  affected  and  known  by  the  actors  within  the  domains  seems  to  differ 
substantially.  Standards  and  rules  are  challenged  through  patterns  of  action  that  draw  on 
institutionally  critical  resources,  while  nodal  points  are  resisted  directly.  Standards  and 
rules  are  understood  as  discrete  systems  of  constraints,  while  nodal  points  are  indefinite, 
closely  held  objects  that  can  act  as  resources,  sensemaking  devices,  or  bounds. 


STRATEGIES 

The  pattern  of  theoretical  formulation  and  empirical  analysis  has  grouped 
obligation  strategies  within  the  scope  of  competitive  situations,  along  with  industry 
relationships,  resources  and  identities.  This  chapter  breaks  that  pattern  by  examining  all 
three  strategies  together  —  obligation,  standardization  and  membership.  The  intention 
here  is  to  compare  and  contrast  competitive  strategy  (obligation)  and  institutional  strategy 
(standardization  and  membership).  The  issue  driving  this  study  has  been  the  possibility  of 
institutional  entrepreneurship.  Institutional  strategy  delineates  two  possible  routes  for 
institutional  entrepreneurs  who  are  interested  in  affecting  their  contexts. 

In  order  to  facilitate  the  discussion  of  potential  theoretical  problems  and  revisions. 
Table  6. 1  reiterates  some  examples  of  the  three  strategies,  necessary  resources  for  each, 
and  the  contexts  in  which  each  would  be  likely. 
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Table  6.1 

Examples: 

Resource 

requirements: 

Conditional 

effects: 

Probable 

settings: 

Strategies 

Situational 

Institutional 

Obligation 

Standardization 

Membership 

Secure  key  resources. 

Technological  leadership. 

Co-opting  key  buyers. 
Regulation  and  patents. 
Definition  of  critical 
product  attributes  through 
advertising  and  drama. 

Define  institutional 
membership. 

Define  institutional 
meaning. 

Diffuse  institutional 
effects. 

Co-opt  publics. 

Uncertainty  reduction, 
low  substitutability,  and 
pervasiveness  in  the 
value  chain. 

Control  of  the  flow  of 
critical  resources. 

Broadly-based  control  of 
product  information. 

Skill  in  dealing  with  techno- 
legalistic  issues. 

Access  to  membership 
definitions. 

Control  of  institutional 
knowledges. 

Provider  of  institutional 
information. 

Reconstitution  of  re¬ 
source  dependencies. 

Potential  generation  of 
resource  dependencies  and 
membership  control,  and 
reconstitution  of 
standardization  control. 

Potential  generation  of 
resource  dependencies  and 
reconstitution  of 
membership  control. 

Mature  products, 
services,  technologies 
and  institutions. 

Products,  services, 
technologies  or  institutions 
which  are  technologically 
fragmented  or  in 
technological  transition. 

Products,  services, 
technologies  or  institutions 
which  are  highly  visible 
and/or  have  a  low  level  of 
structuration. 

Situational  and  institutional  strategies 

The  distinction  between  situational  and  institutional  strategies  is  key  to 
understanding  the  role  of  institutional  entrepreneurs  in  emerging  industries.  Institutional 
strategies  are  the  actions  through  which  institutional  entrepreneurs  attempt  to  restructure 
their  institutional  contexts.  Two  points  differentiate  situational  from  institutional 
strategies.  The  first  is  concerned  with  the  linkages  between  resources  and  strategies: 
obligation  strategies  rely  on  situationally  significant  resources,  while  institutional  strategies 
rely  on  resources  such  as  institutional,  legal  and  technological  leadership.  The  second 
point  focuses  on  the  effects  of  strategy.  I  argue  that  obligation  strategies  reproduce  and 
reinforce  extant  patterns  of  relations,  identities  and  resources,  while  institutional  strategies 
can  potentially  change  the  context  and  situation  of  an  actor  through  a  change  in  contextual 
rules  and  standards.  This  subsection  will  draw  on  the  empirical  analyses  to  examine  the 
theoretical  distinction  between  situational  and  institutional  strategies  with  respect  to  these 
two  points. 

Resource  issues 

I  argue  theoretically  that  what  distinguishes  obligation  strategies  from 
standardization  and  membership  strategies  is  the  explicit  attachment  of  the  former  to 
extant  pre-legitimated  resources  which  make  the  strategy  sensible.  In  contrast,  the 


References 


196 


institutional  strategies  are  concerned  with  the  development  and  legitimation  of  resources. 
In  my  empirical  analyses,  however,  this  simple  dichotomy  was  not  in  evidence.  Two 
empirical  issues  seem  to  be  problematic  for  the  theory. 

First,  the  institutional  strategies  I  examine  all  seem  to  rely  to  some  extent  on  extant 
situational  resources.  Instead  of  incorporating  only  institutional  and  technical  leadership, 
actors  utilize  all  manner  of  situational  resources  in  their  bids  to  transform  contextual  rules 
and  standards.  An  example  is  in  the  promotion  of  particular  qualifications  and 
professional  associations  in  forensic  accounting.  The  membership  implications  associated 
with  these  qualifications  and  associations  are  important  and  have  significant  impacts  on  the 
question  of  who  is  a  forensic  accountant’.  According  to  my  theoretical  arguments,  actors 
should  draw  on  their  positions  of  institutional  leadership,  and  access  to  and  control  of 
institutional  knowledge  in  a  strategic  manner.  Empirically,  however,  the  actors  who  are 
attempting  to  influence  these  rules  are  drawing  heavily  on  their  access  to  communal, 
situationally  significant  resources.  Reputation  and  networks,  which  are  crucial  to 
obligation  strategies,  are  also  leveraged  by  actors  involved  in  these  membership  strategies. 
One  implication  of  this  form  of  action  is  in  the  form  of  a  tension  to  be  negotiated:  actors 
might  draw  on  situational  resources  that  their  actions  will  ultimately  delegitimate  and 
devalue. 

One  explanation  for  this  finding  is  that  the  nature  of  situational  resources  was 
undertheorized  in  terms  of  its  relationship  to  power.  In  my  discussion  of  situational 
resources  in  this  chapter,  I  argue  that  the  rationale  for  a  positivist  conceptualization  of 
resources  was  the  assumption  that  these  understandings  of  situational  elements  would  be 
appropriate  because  of  the  elements’  stable,  causal,  commodified  nature.  The  findings  in 
forensic  accounting,  and  to  some  extent  in  environmental  audit,  contradict  this  assumption 
with  respect  to  causality  and  commodification.  Indeed,  these  resources  seem  much  closer 
to  the  forms  of  disciplinary  power  described  by  Foucault  (1977),  Clegg  (1989)  and 
Bauman  (1988).  Taking  reputations  and  networks  as  the  strongest  examples,  their 
communal  nature  suggests  that  perhaps  they  are  not  restricted  to  utilization  in  obligation 
strategies.  In  this  case,  situationally  significant  resources  are  simultaneously  the  resources 
necessary  for  institutional  transformation. 

In  the  analysis  of  forensic  accounting  resources,  the  positivist  understanding 
retains  some  utility  in  its  indication  of  critical  attributes,  but  without  significant  revisions 
or  additions  it  seems  inadequate.  The  resources  here  have  become  relational,  processual, 
and  decommodified.  They  exist  among  a  community  of  actors  in  the  form  of  face-to-face 
relations  and  relations  at  a  distance.  And  although  resources  such  as  reputation  are 
maintained  in  relations  at  a  distance,  that  distance  is  circumscribed  by  the  borders  of  the 
community.  The  resources  here  are  essentially  a  set  of  knowledges  sustained  within  a 
community.  This  gives  not  only  a  relational  feel  to  strategy  but  also  a  very  local  feel. 
Because  strategy  here  draws  on  communally  held  resources,  it  is  constrained  within  that 
community.  Even  membership  strategies,  where  the  intended  effect  may  be  to  enlarge  or 
restrict  the  community  boundaries,  must  be  anchored  in  the  resources  shared  within  the 
community.  This  points  to  the  fact  that  although  resources  are  decentralized,  their  control 
is  not  uniformly  distributed.  There  seem  to  be  community  entrepreneurs  who  are  able  to 
marshal  or  direct  community  resources  in  a  strategic  manner.  The  effect  of  the  constraint 
on  community-based  resources  is  also  empirically  dependent  on  the  size  and  scope  of  the 
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community.  This  suggests  a  form  of  membership  strategy  in  which  actors  attempt  to 
bridge  communities,  so  that  their  communal  resources  can  be  leveraged  among  a  larger 
group.  This  is  evident  in  environmental  audit  where  CAs  are  attempting  to  bridge  their 
own  professional  community  and  its  communal  resources  with  the  environmental  legal  and 
corporate  communities. 

The  second  empirical  issue  is  concerned  with  the  ability  of  individuals  to  articulate 
the  distribution  structure  of  community  or  institutionally  based  resources.  The  resources 
themselves  were  well  articulated  by  my  interviewees,  but  what  was  missing  was 
information  regarding  the  distribution  of  the  control  over  those  resources  within  the 
community  or  institutional  sphere.  The  understanding  that  I  generated  of  institutional 
resources  such  as  leadership  and  technical/legal  expertise  was  compromised  by  the 
unwillingness  of  my  interviewees  to  comment  on  these  issues.  When  I  inquired  about  the 
institutional  leaders  in  an  industry,  there  were  a  variety  of  reactions.  In  forensic 
accounting,  interviewees  were  very  reluctant  to  not  include  themselves  and  because  it  is 
such  a  small  community  this  seemed  to  lead  them  to  include  everyone.  In  terms  of 
professions,  the  members  of  each  consistently  indicated  their  own  profession  as  being  the 
leader.  In  environmental  audit,  there  was  some  consistency  in  that  most  interviewees  did 
not  think  there  was  a  clear  leader  and  most  thought  that  their  own  firms  were  poised  to 
take  on  a  leadership  position.  And  despite  the  other  professions  having  had  a  great  deal 
more  experience  with  environmental  services  and  environmental  audit,  the  CAs  felt  that 
they  could  lead  in  this  area.  Only  one  individual  at  one  CA  firm  felt  that  their  firm  was  the 
clear  leader.  It  had  also  been  suggested  by  other  individuals  that  this  firm  might  see  itself 
as  a  leader,  but  that  it  was  not  really. 

In  summary,  the  institutional  strategies,  which  I  theorized  would  rely  on 
institutionally  based  resources  such  as  leadership  in  technical  or  legal  matters,  drew 
extensively  on  situational  resources  as  well.  This  is  less  perplexing  when  those  situational 
resources  are  understood  as  communal,  relational,  and  processual.  This  being  the  case, 
institutional  strategies  might  best  be  understood  in  terms  of  strategies  of  disciplinary 
power,  where  the  power  and  resources  that  are  penetrated  through  the  community, 
through  the  industry  relationships  and  identities,  are  drawn  on  in  attempts  to  reformulate 
the  rules  and  standards  based  upon  which  those  relations  and  identities  are  interpreted. 
Sharing  communal  resources  is,  I  believe,  very  different  from  traditional  conceptions  of 
collusion  of  cooperation  wherein  multiple  parties  would  negotiate  and  divide  the  results  of 
some  collective  action.  In  such  situations,  the  parties  are  concerned  with  the  joint 
manipulation  of  singular  resources,  rather  than  the  communal  management  of  relational 
resources. 

Transformation  and  resistance 

The  second  point  on  which  I  theoretically  distinguish  between  obligation  strategies 
and  standardization  and  membership  strategies  is  their  conditional  effects  (See  Table  6.1). 

I  argue  that  obligation  strategies  reproduce  situational  contingencies  while  successful 
institutional  strategies  can  reformulate  institutional  contexts,  and  indirectly  situations,  and 
reproduce  their  own  bases.  Again,  this  simple  dichotomy  was  not  in  evidence.  What  I 
had  not  considered  seriously  enough  were  strategies  that  draw  on  situational  resources 
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and  are  directed  at  relations  and  identities,  but  do  not  reproduce  or  reinforce  these 
elements.  I  had  conceptualized  obligation  primarily  in  terms  of  coercion  —  not  resistance. 

For  both  situational  and  institutional  forms  of  strategy,  there  can  also  be  a  second 
dimension  that  captures  the  degree  to  which  an  actor’s  actions  either  go  along  with  or  go 
against  a  particular  situation  or  context.  As  I  had  originally  formulated  the  strategies  here, 
it  seemed  that  all  situational  strategies  went  along  with  and  even  reinforced  the  current 
situation.  In  contrast,  institutional  strategies  might  either  challenge  contextual 
assumptions  or  reinforce  them.  However,  in  both  environmental  audit  and  forensic 
accounting,  issues  of  situational  resistance  emerged. 

In  environmental  audit,  obligation  strategies  are  largely  played  out  within  CA  firms 
where  environmental  issues  are  being  grafted  onto  more  traditional  services.  These 
strategies  involve  a  complex  pattern  of  power  and  resistance  among  the  environmentally- 
oriented  CAs  and  their  more  traditional  partners.  For  instance,  audit  procedures  are 
beginning  to  incorporate  environmental  concerns  —  in  one  firm  in  which  I  interviewed, 
this  adaptation  has  invoked  a  series  of  moves  and  countermoves  among  audit  partners  and 
environmental  practice  partners.  The  pre-legitimated  definition  of  audit  and  its  attendant 
relations,  identities  and  resources  is  being  gradually  resisted  by  the  environmental  practice 
partners  who  feel  that  a  more  ambitious  strategy  would  provoke  a  too  forceful  reaction  by 
audit  partners.  Instead,  they  gradually  and  situationally  make  relatively  innocuous 
suggestions  and  request  changes. 

Because  of  the  manner  in  which  I  described  obligation  strategies,  resistance  is  a 
potentially  problematic  issue  to  which  I  did  not  pay  sufficient  attention  in  the  data 
collection  stage.  Resistance  may  be  among  the  most  difficult  strategies  on  which  to  gather 
data;  resistance  is  premised  on  the  same  situational  resources  as  obligation  strategies,  but 
it  is  often  less  explicit  and  less  overt.  In  the  case  of  the  audit  partners,  their  reaction  to 
environmental  intrusions  might  be  a  memo  of  concern,  but  just  as  likely  it  would  take  on 
some  form  of  passive  resistance,  minimal  compliance,  or  simply  ignoring  the  directions. 
This  was  DD’s  concern  and  reason  for  not  attempting  to  implement  any  sort  of 
comprehensive  environmental  audit  checklist.  Understanding  resistance  might  take  a 
slower,  more  intrusive  form  of  data  collection,  such  as  ethnography  or  some  other  form  of 
observation. 

One  of  the  critical  theoretical  distinctions  that  relates  to  the  issue  of  resistance  is 
between  rules  and  standards,  and  nodal  points.  The  starting  point  for  the  empirical 
analyses  was  an  examination  and  description  of  these  constructs  in  which  the  context¬ 
setting  phenomena  culled  from  the  data  were  separated  from  the  situational  and  action- 
oriented  phenomena,  and  separated  into  these  three  components.  I  argue  above  that  the 
form  of  action  engendered  by  an  issue/item  may  be  the  most  appropriate  criterion  on 
which  to  separate  nodal  points  from  rules  and  standards.  I  argue  above  that  resistance 
through  alternative  industry  relationships  is  the  primary  form  of  resistance  to  nodal  points, 
while  more  elaborate  patterns  of  activity  are  associated  with  attempts  to  change  the  more 
entrenched  and  distant  rules  and  standards.  This  basis  of  distinction  becomes  problematic 
when  examined  closely,  however.  Several  possibilities  complicate  this  analysis. 

Resistance  might  be  accomplished  on  an  individual  basis  in  the  daily  accomplishment  of 
industry  relationships,  but  if  many  individuals  engage  in  similar  resistances  in  parallel,  their 
pattern  of  actions  may  have  unintended,  or  intended,  effects  on  the  rules  and  standards. 
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Similarly,  in  DD’s  case,  resistance  through  a  gradual  reworking  of  her  firm’s  internal 
social  relations  may  result  in  the  transformation  of  internal  practice  rules  and  standards  — 
after  the  fact,  these  acts  of  resistance  would  surely  constitute  a  standardization  strategy. 
This  scenario  highlights  the  temporal  sensitivity  of  this  approach  to  strategy 
categorization;  assembling  strategies  out  of  patterns  of  action  on  a  post  hoc  nature  leaves 
open  the  potential  necessity  for  recategorizing  those  actions  at  a  later  date.  As  more 
actions  are  undertaken,  their  patterns  and  consequences  may  change. 

The  distinction  between  standardization  and  membership  strategies 

The  second  important  division  in  this  description  of  strategies  is  between  those  that 
are  concerned  with  how  institutionally  legitimate  practices  are  performed  — 
standardization  —  and  who  performs  them  —  membership.  There  were  clearly  instances 
of  strategies  that  overlapped  in  their  effect  on  rules  and  standards,  but  there  also  seemed 
to  be  strategies  that  were  directed  at  only  or  principally  one  of  the  two.  Overlapping 
strategies  include  attempts  to  redefine  the  scope  of  forensic  accounting,  either  more 
narrowly  or  more  broadly.  A  redefinition  in  either  direction  would  implicate  both  issues  of 
membership  and  standards  of  practice.  A  more  encompassing  definition  that  included  all 
forms  of  litigation  support  accounting  would  by  implication  entail  change  the  rules  of 
membership  as  many  accountants  who  were  not  previously  associated  with  the  area 
became  so.  If  for  instance,  a  CA  was  engaged  primarily  in  traditional  tax  consulting,  but 
also  occasionally  performed  personal  injury  valuation  consulting,  including  that  valuation 
in  the  domain  of  forensic  accounting  would  also  include  that  CA  in  the  membership  of 
forensic  accountants,  if  only  as  a  ‘bit  player’.  Similarly,  in  environmental  audit,  CAs 
attempt  to  include  themselves  in  the  group  of  professionals  responsible  for  the 
management  of  corporate  environmental  responsibilities  and  if  successful  will  affect  the 
manner  in  which  those  responsibilities  are  accomplished.  In  contrast,  the  economist’s 
attempt  to  introduce  a  young,  relatively  inexperienced  woman  as  an  expert  witness  and  the 
law  enforcement  officer’s  inclusion  of  less  experienced  forensic  accountants  are  almost 
solely  concerned  with  membership  issues.  Each  of  these  actors  is  explicitly  avoiding  any 
attempt  at  changing  the  manner  in  which  the  relevant  practices  are  performed;  they  are 
only  interested  in  the  of  rules  of  membership.  However,  there  might  still  be  some  effect 
on  standards  of  practice  that  would  accompany  the  introduction  of  any  new,  non- 
traditional  individual. 

The  distinction  between  standardization  and  membership  strategies  was  based  on  a 
dual  logic.  First,  the  separation  of  rules  of  membership  and  meaning  from  standards  of 
discipline  and  production  suggested  that  there  might  be  distinct  approaches  to  changing  or 
reproducing  them.  Second,  the  three  strategies  —  obligation,  standardization, 
membership  —  roughly  parallel  DiMaggio  and  Powell’s  (1983)  argument  for  three 
institutional  forces  —  coercive,  mimetic  and  normative.  The  empirical  results  suggest  that 
although  patterns  of  action  can  be  associated  primarily  with  one  of  these  categories,  most 
strategies  have  some  degree  of  overlap  between  categories  as  well.  The  distinction 
between  situational  and  institutional  strategies  is  problematic  because  of  all  strategies’ 
partial  reliance  on  situational  resources  and  the  issue  of  resistance.  Similarly,  the 
distinction  between  institutional  strategies,  standardization  and  membership,  is  problematic 
because  of  overlap  in  their  effects. 
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CONCLUDING  REMARKS 

In  this  final  section,  I  will  examine  two  issues.  First,  I  will  discuss  the  relationship 
between  my  overall  empirical  results  and  the  analytical  strategy  that  I  employed.  Second, 

I  will  end  with  a  discussion  of  the  tentative  conclusions  that  can  be  drawn  from  this  study 
regarding  institutional  entrepreneurs  and  directions  for  future  research. 

Empirical  results  and  analytical  strategies 

One  of  the  key  features  of  the  conclusions  presented  here  is  that  the  empirical 
results  are  driven  to  some  extent  by  the  analyses  of  standards  and  rules.  However,  the 
original  question  was  concerned  with  the  actions  of  institutional  entrepreneurs.  There  are 
at  least  three  possible  analytical  methods  that  might  have  yielded  a  more  action-oriented 
result.  First,  1  could  have  taken  a  more  iterative  approach.  I  might  have  conducted  a  first 
set  of  interviews  that  could  be  used  to  establish  the  elements  of  the  framework  in  a  manner 
similar  to  what  I  have  done.  A  second  wave  of  data  collection  could  utilize  more  eclectic 
methods  which  would  emphasize  action  more  clearly,  possibly  through  some  form  of 
ethnography  or  extended  observation.  A  more  micro-level  analysis  of  strategies  might 
illuminate  the  strategy-context  link  in  terms  of  how  it  is  enacted  by  individuals. 

Another  potential  empirical  modification  would  have  been  possible  had  the  notion 
of  ‘identity’  been  explicitly  included  in  the  interview  process.  If  identity  and  resources  do 
interact  in  the  construction  of  strategy  as  I  argue  in  Chapter  Two,  and  has  been  argued  in 
many  places  with  respect  to  organizational  culture,  then  it  might  be  possible  to  begin  the 
analysis  with  the  question  of  ‘who  are  you?’,  rather  than  ‘where  can  you  go?’  as  is 
suggested  by  the  analysis  of  rules  of  membership.  From  this  point  I  could  first  construct 
an  understanding  of  actors’  situations  including  their  patterns  of  action.  If  instead  of 
working  from  a  preconceived  understanding  of  what  institutional  actions  actors  were 
engaged  in  based  upon  the  analysis  of  rules  and  standards,  I  simply  looked  at  what  actors 
say  they  are  doing  to  change  their  situation  versus  what  they  say  they  are  doing  as  a 
reaction  to  their  situation,  the  spectrum  of  institutional  strategies  might  be  opened  further. 
This  approach  might  also  illuminate  the  breaks  between  actors’  institutional  strategies  and 
the  rules  and  standards  which  form  their  context:  where  strategies  and  contexts  ‘match’  it 
might  indicate  a  likelihood  of  success  and  where  they  do  not  ‘match’  it  might  indicate 
likely  failure,  at  least  in  terms  of  transformation. 

Starting  any  analysis  at  a  contextual  level  has  a  built-in  tension.  The  great  strength 
of  it  is  that  the  researcher  can  ‘more  sensibly’  interpret  the  actions  of  actors  at  their 
situational  level.  What  might  seem  like  random  or  arbitrary  actions  outside  of  their 
context,  might  seem  perfectly  ‘rational’  —  explainable  —  when  context  is  taken  into 
account.  The  danger  here  is  that  the  observer  might  take  on  sensemaking  devices  which 
are  too  powerful,  so  that  one  only  sees  the  actions  which  correspond  to  the  context  that 
has  been  established.  It  might  become  too  easy  to  discount  aberrations  as  insignificant 
when  most  of  the  observable  action  can  be  traced  to  rules,  standards  and  nodal  points. 

One  analytical  method  would  involve  two  researchers,  one  of  whom  would  analyze  the 
data  beginning  with  notions  of  identity,  resources,  and  relationships,  while  the  other  began 
with  rules,  standards  and  nodal  points.  Based  on  these  two  analyses  they  could  explore 
the  different  implications  of  their  analyses  for  patterns  of  action  that  would  be  observable. 
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Research  on  institutional  entrepreneurs 

This  study  was  intended  to  contribute  to  strategy  research  by  offering  a  detailed 
and  theoretically  grounded  analysis  of  the  ways  in  which  emerging  industries  are  shaped 
by  institutional  entrepreneurs.  To  that  end,  I  developed  a  theoretical  framework  for  the 
analysis  of  institutional  and  situational  strategy  and  applied  that  framework  to  the 
examination  of  two  empirical  sites.  I  began  this  study  with  a  re-examination  of  transaction 
cost  economics  and  industrial  organization  economics  in  order  to  develop  a  framework 
that  incorporated  and  extended  traditional  strategy  research.  From  that  basis,  I  advanced 
a  framework  that  attempts  to  provide  an  integrative  understanding  of  institutional  and 
competitive  phenomena. 

The  empirical  component  of  this  study  examined  two  sites  of  innovation  within  the 
Alberta  Chartered  Accounting  profession  —  environmental  audit  and  forensic  accounting. 
Chapters  Four  and  Five  delineate  the  institutional  contexts,  competitive  situations  and 
institutional  strategies  associated  with  these  two  areas.  These  empirical  analyses 
illustrated  the  complex  linkages  among  actors  and  their  competitive  and  institutional 
settings.  In  both  areas,  there  was  strong  evidence  of  institutional  entrepreneurs  working 
to  shape  their  context  to  their  advantage.  The  domain  of  environmental  audit  is  currently 
experiencing  significant  attempts  by  CAs  and  others  to  shape  its  institutional  structures. 
The  institutional  structures  of  forensic  accounting  have  been  more  firmly  established  based 
on  over  a  decade  of  entrepreneurial  activity  by  a  relatively  small  number  of  institutional 
actors. 

In  this  final  chapter,  I  have  attempted  to  draw  out  some  tentative  conclusions 
regarding  the  actions  of  institutional  entrepreneurs  through  a  re-examination  of  the 
theoretical  framework,  its  fit  with  the  empirical  sites,  and  potential  theoretical  revisions. 
The  Strategies  section  is  particularly  focused  on  the  nature  of  institutional  versus 
situational  strategy.  Key  issues  here  are  the  relationship  between  resources  and  strategy 
and  the  effects  of  strategy. 

This  chapter  points  to  several  areas  of  inquiry  for  future  research.  First,  the 
relationships  between  resources  and  situational  and  institutional  strategy  are  complex. 
Reconceptualizing  resources  to  include  the  possibility  of  those  that  are  communally  held 
would  add  to  this  understanding.  As  well,  the  area  of  institutional  resources  could  be  a 
productive  area  of  research  if  the  appropriate  modes  of  inquiry  were  utilized.  Its  seems 
that  the  interview  approach  taken  here  left  this  area  underexplored.  Similarly,  the  notion 
of  identity  and  its  relationship  to  institutional  entrepreneurship  would  likely  be  receptive  to 
a  more  intrusive  data  collection  approach.  Finally,  this  study  has  only  examined  the  work 
of  institutional  entrepreneurs  in  a  professional  service  industry  in  Canada.  This  has  left  the 
range  of  other  industries  in  other  parts  of  the  world  necessarily  unexplored. 
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